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PEEPACE 

Tms book contains the substance of the JN^e^ymarch 

MemomJLectures delivered at University Collet LonJon 

^nng the present session. But as it fs 

s ual leader who is interested in results rather than in 

technical detail, the form has been somewhat modified bv 

, ransfemng tables of prices, wages, etc, together wM 

discussions of statistical method, to Appendices at the i 
of the volume. ^PPemiices at the end 

No attempt^ has been niade to deal completely with the 

questions raised and ijiany difficulties whl clouhTle te 
1 f unsdvedy but it is hoped that the following pa^e' 
as the title implies, will serve to introdi^e the reader to 
current economic ideas as to Ue caus.es which determine 
the purchasing power of money; while the bistor- i 
chapters may prove to be a suffiUnt ooLi n 
hart Hfc «.J of .1. look to .1. SeAfi’ 

«.= ..tool conrto of prf,., i„ 

Ihe requirements of students are to some extent mpf 
e notes on further reading at the end ofeaeh chap^i 

h. - 

Hh tork S trT -ith such “ar! 

tmnemUv ui statisticians only, but the public 

b allj undei a permanent obligation. I have received’ 
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vubaLIo suggestions and criticisms^ of detail from Mr. 
F. W. Hirst, m-. J. M. Keynes, and Mr. M. G. Constable,' 
the last of whom has also very kindly read through the 
whole of tlrc proof-sheets. My indebtedness to the 
teaching and inspifatiofi of Dr. Alfred Marshall will be 
evident to all who are acquainted ivith recent economic 
thought m England. Finally, acknowledgmente are dife 
to my wife and workmate, whose constant aid and unfailino- 
encouragement are largely responsible for the production 
ot t-liis book. 
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CHAPTER I 


STATEMENT OF THK PROBLEM 

At intervals during the last hundred years price changes 
have become sufiieiently pronounced to attract public 
attention, and in a few instances difference of opinion as 
to their cause and cure has given rise to acrimonious 

political controversy. But in the fifteen years from 1890 
to 1905 fluctuations were ^not great enough in either 
direction to arouse any general concern, and the Question 
of the causes %vhich determine prices, therefore, became 
one mainly of academic interest. The events of the last 
few years have, however, broug^it the prolffem once more' 
to the fore, and on every hand an explanation is being 
sought for an economic phenomenon which has appeared 
simultaneously in every country of: the commercial , 
world. * * 

In recent discussions attention has not unnaturally jiimvex-' 
-teen concentrated on the more obvious and immediate pJauiitioM 
causes which are prominent at the moment. * In Paris, 'for ae^ourt " 
example, the General Confederation of Labour has recently 
declared that the rise in the price of bread is due to the 
specularions of capitalists and fnoHopolists ; the butchers 
of Boriin have explained the advance in the price of nisat - 
by pointing to the high price of feeding-stuffs for cattle ; 
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in Tienna we read of monster demonstrations petitioning 
foi‘ the removal of the import dut}^ on meat ; and in England 
and the Continent generally, the unusuallv dry summer is 
l^lanied* for the rapid all-round advance in the price of 
sugar and of dairy produce. The British Consul in New 
York enumerates among other causes of the rising cost 
of living in the United States, the tariff, tli^ trusts, the 
short' ening of the hours of labour, and the rise of wages, 
wliilc in every country political parties in opposition have 
as usual attributed the rise to the actions of the parties in 
power. . 

Uut ;i mnre Eut the upward movement is too general to be satis- 
factorily accounted for by any combination of special 
co.uscs operating in different countries; while its persist- 
ence for some fifteen years requires us to assign a less 
temporary cause than the failure of this or that harvest. 
It is, therefore, necessary to take a broader view and seek 
for some common influence that will not only explain the 
general advance of prices in the world markets, but will 
also accoiiiit for prices not returning to their old level after 
the effect of %hese temporary causes has passed away. 
We have, in short, to account for the fact that the 
p]U‘chasing power of money seems permanently to have 
fallen, and that gold — the standard by which almost all 
nations of the world measure the value of comlnodities— - 
has depreciaterl Gold is, in fact, the link which comieets 
4he price movements of all commercial countries, and if we 
caif iliseover the general influences that have caused a 
change in the value of gold, all the temporaiy or special , 
influences that have been referred to ■will fall into their 
proper perspective. ■ ' • • * 

• but while it is easy to trace a connection between 
the failure of a wheat harvest and a rise in the price of 
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wheat, it is by no means easy to grasp the meaning of 
a general rise of prices, or to understand the connection 
Ixitweeii currency and the value of commodities. Every 
one will agree that if people have more money in their 
pockets prices wdll tend to rise on account of the increased 
deiiiand for commodities; but it is not obvious why an 
increase in j)he workFs gold output should put more money 
in the })Ockets of the people, — much less cause a permanent 
increase in the level of prices. 

The first problem, therefore, is to discover the general of the 
causes which determine the purchasing pow’er of money, 

This r|uestion may conveniently be approached in two ways : (.ietemime 
on the one hand by a discussion of the theory of money, and 
on tlie other by considering the changes in the level of price power of 
which have actually occurred in the nineteenth century, and 
the causes that have produced them. 

But there is another and e 2 [ually important problem which Discussion 
arises from price fluctuations. Much of the recent labour 
unrest in all countries is, by general agreement, attributed effects of 
to the increasing cost of li%dng. It is, therefore, necessary to chaiw-es. 
inquire w’hether a change in general prices affsets the material 
prosperity of particular classes, or in anyway alters the distri- 
bution of the w’-ealth of the community. This question may 
be studied in the same twofold manner as the previous one — ^ 
that is to^say, by considering 'first in a quite general way 
how various income-receivers are likely to be afiected by 
rising or falling prices, and then by ascertaining from nine- 
teenth-century history -whether the facts* bear out the 
conclusions arrived at on theoretical grounds. 

These two problems occupy the main portion of this 
book ; the two threads running ^de by side throughout. 

Their theoretical aspects are discussed in Chapters *11. , 
and lY., and the historical side in Chapters III, ami T. 
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to VIIL If the second of these two questions can be 
definitely answered, it will carry us some way towards 
forming a conclusion as to whether falling, stationary, or 
rising prices are most desirable from the point of ¥iew of 
the community as a Vhole, and what are the economic 
difficulties that arise under each of these three conditions. 
In this connection certain further questions will i|innediately 
suggest themselves, the most important being whether 
gold is or is not a satisfactory standard of value ; and if 
this question is answered in the negative, what alternatives 
are (a) desirable, and (h) practicable under existing 
circumstances. If on either of these grounds the decision 
is against any modification of the gold standard, the question 
resolves itself into one of machinery for readjusting eco- 
nomic relations with a minimum of friction when the value 
of gold is undergoing changes and altering the purchasing 
power of fixed incomes. Some recent suggestions on 
these various points are briefly alluded to in the concluding 
chapter. 
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CHAPTER II 


ON TME GENE.RAL LEVEL OF PRICES 

Economic values of all, kinds are common!}^ expressed in Money is a 
everyday life by an amount of money which is generally 
accepted as their equivalent value. Bus rides, loaves of of value, 
bread, houses, a week^s work or a holiday on the Continent 
may thus all be brought into relation with one another by 
being expressed in terms of naoney. Even the total national 
income itself {Le. the sum of the incomes of various members 
of a community may be represented as equal to so many 
million pounds, dollars, or francs, the annual income of 
the United Kingdom, for example, being approximately 
given by the figure £2,000,000,000. But the material 
prosperity of the country is not determined by the number 
of sovereigns which make up the total of its national ^ 
income ; material "welfare depends rather upon the quantity 
of food and clothing, housing accommodation, facilities for 
travel, means of recreation, and social intercourse which tie 
work and enterprise of the community is able to produce, ^ 
and on the equitable distribution of such means of enjoy- 
ment. This real income of goods and services, which 
is distributed among the many* mtobers of the community 

^ Professor Marshall defines the national income as “the net aggi'fgate 
of commodities and capital, material and immaterial, incindhig services pro- 
duced annually by the labour of a country acting upon its natural resmircev®^.” 
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according to the money income which they respectively have 
at their command, is conveniently valued at so many million 
pounds. • 

If, however, an entirely different standard than the 
golden sovereign were adopted, the figures 'would be 
though the ^‘real income” would remain the 
same as before. If, for example, the rare metal platinum 
■were substituted, a unit of currency would exchange for a 
much larger number of commodities than before, and whereas 
a golden sovereign purchases only a week's unskilled labour 
or a ton of coal, a platinum sovereign 'would purchase, say, 
0 mouths’ labour or 20 tons of coal. The national income 
'^roiild tlien be represented by 100 million platinum 
sovereigns instead of 2000 million golden ones. On the 
other hand, if a cheaper material were used as standard, 
the figure would be a very much larger one than it now 
is. According, therefore, to *tlie value of the standaid 
adopted, so the prices of all things, goods, labour, pro- 
fessional services, land, etc,, will be high or low. In 
other words, tl^^ general level of prices depends on the 
value of the standard by "wliich things are measured. 

No standard, however, 'whether it consist of gold, 
platinum, silver, '^vheat, or cattle, is fixed in value, but 
varies from year to year and from decade t(» decade. 
Thus, gold in the Miildle Ages w'as exceedingly scarce, and 
a Jarge number of commodities could be exchanged for an 
oumie of it. An ounce of gold, for example, -whicli to-day 
♦ exchanges in England for nearly 2i quarters of wheat, 
exchanged in 1400 for about 10 quarters of 'wheat ; that 
is to sa}'-, it has fallen to* about I of its former value, 
rriges of commodities and services have, in fact, quad- 
rupled, jjecause the standard by which the measurement is 
made has become more plentiful. If the relative value of 
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gold had remained as high as it was in the jHiddle Ages, 
tlio total national income would to-da^" he represented 
hy 500 million sovereigns instead of 2000 inilHoiis, the 
average wage of unskilled labour would be about 5s. a 
week, while the price of the quartern loaf would be L]^d. 
instead of 5d. Though the “ real income ’’ of goods and 
services n^sglit be unchanged, its value in terms of 
sovereigns would be less. 

Thus it is seen that not only is the general level of 
prices altered ]jy the substitution of one standard for 
another; ])ut also that a change in prices may occur 
through, a change in the value of the same standard over 
a period of years. In the case of gold, events afiecting its 
supply and the demand for it are constantly causing 
variations in its value — as is the case with every other 
commodity in the world. But whereas in the case of 
other commodities such changes are immediately apparent 
from a change in market prices — 13 sovereigns, for 
example, being given to-day for a ton of lead compared 
with 14 sovereigns a month ago — there is no market 
record of variations in the valu« of gold ; for while market 
prices of other things vary in terms of gold, naturally gold 
cannot vary in terms of itself.^ But a fall in the value of 
gold means that it becomes less valuable in proportion to^ 
other things ; more of it is exchanged for a given amount 
of other commodities, and prices rise. Similarly a fall in 
the prices of commodities means that gold has become 
more valuable in relation to other things. While, tliere- 

^ Oliaiiges in the market price of gold between £ 3 ; 17 : 9 and 
.i'Ji : 17 : lOl- per oz. only indicate differenees between gold in tlie form of 
foiua and gol<l in tlie form of bulliojpL. If the Bank of England wants 
bnllion lor any reason, ""it may, under ceftain conditions, oiler more coin 
o]’ oilier ilirms of enrrency for an oz. of bullion. But tliere eaniio^ ever 
be more than tbe smallest difference in tlie value of tlie.se two forms of 
gold, as the mintage of gold is free. 



STUDY OF- FRIGES 



fore, the value of commodities is measured in terms of gold, 
changes in the value of gold must be measured by the 
upward and downward movement of prices in general 
Such changes ai'e spoken of as variations in the general 
level of prices, or as a* rise or fall in the pureliasing power 
r>f gold. To Uvse a mathematical phrase, prices are the 
ratio between the value of gold and of otlier <fe>mBioditievS 
which may be altered lyy a change either on the side of 
gold or on the side of commodities. 

The measurement of exchange value is, in this respect, 
unlike all other measurements, for iti the case of value it 
is impossible to get a fixed basis, such as the yard^stick 
kc^pt at Whitehall, which determines all lengths and dis- 
tances in this countr3^ The golden sovereign itself is 
indeed a definite physical quantity, but its mlim is a human 
c^stimatc, wliich varies greatly in time and place. 

It must, however, be understood that a change in the 
general lov’e! of prices does not necessarily mean, and in 
practice, never does mean, that all prices change at the 
same rate ; and even when the general level is unchanged, 
some commoditfes move and some move down. Thus, 
in a country whose population is beginning to consume 
wheaten instead of rye bread, the price of wheat will tend 
^to rise and that of rye to fall. Relative movements of this 
kind arc the indicator of the economic machine, and, so 
long as prices are not artificially manipulated, they indicate 
eiUier a change in demand, calling for a transference of 
labour and capital from occupations in which prices are 
•falling to those m which they arc rising ; or else that a 
duingti has occurred in the conditions of production. 
Such clianges, due to forces of demand and sunnlv. 
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commodities. Eelative and general price changes may be 
compared to wave and tidal movements respectively, in 
stormy weather the violence of the sea and the siz-e of the 
waves may seem quite to obliterate the steady ebb and 
flow of the tide. Nevertheless, whether the waves be big 
or small, they fluctuate about a level which is always 
changing, it is with prices. Eelative changes arc the 
waves on the surface of the general level of prices, the 
height of which depends on more permanent and general 
factors. It is these tidal movements with which the 
following chapters are mainly concerned, though, unlike 
the ocean, their ebb and is not uniform. Each tidal 
movement must, therefore, be discussed indepeiidentlj^ in 
the light of the new conditions which have from time to 
time arisen. 

To return then to general price movements — if a change Econom! 
in the value of gold caused an instantaneous eftect and 
influenced all commodities and services at the same time changes 
and to the same extent, it 'would have no important social khid^of 
or economic effects, and w^ould be of little interest to “^come. 
anybody except those directly interested in mining, 
jewellers, and persons using gold in the course of trade. 

As a matter of fact, changes in the monetary standard do 
not ^York^ so easily and quickly, but involve a certain * 
amount of economic disturbance. It is this fact which 
lends importance to changes in the general level of prices. 

Every one is interested in prices from the two distinct 
and opposite points of view of the receiver of income on . ^ 

the one hand and the buyer of commodities caiid services 
on the other. The market price that is being oflered for 
labour, for professional services, for the use of land or 
capital^ and for commodities affects the incomes of wage- 
receivers, professional men, rent and interest-receivers and 
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inercliaiits respectively, and each of those classes is best 
pleased when its price is highest. >Oii the other luuid, 
v.'hen ib«is a matter of spending income every one wishes 
to get as much as possible (both in quantity and quality) 
for his money, and is therefore anxious that the price of 
the things he buys should be as low as possible. 

If, therefore, the price of everything (lalJbiir, capital, 
commodities, etc.) were to rise at the same rate nobody 
wouLl be any better or worse off, for what people gained as 
income-receivers they would lose as consumers. Similarly, 
if everything fell uniformly^ in })rice, the loss of income 
would bo counterbalanced by the fall in the price of 
tilings purchased. But if incomes and prices vary 
irregularly, the man whose income rises while the prices 
of goods fall, or remain unchanged, will find his material 
position changed for the better ; but if commodities rise 
faster than his income, he wi«[l find himself woi*se ofi* than 
before. 

Observation shows that there are in the community 
persons whose money incomes readily respond to changes 
in the price level, and otiiers -whose incomes only change 
when the movement has been very severe or has continued 
for a long time. As between such classes a rise of prices 
will alter the distribution of the nation’s aiinqal product 
in favour of the former and to the disadvantage of tlie 
latter — a fall of prices having the reverse effect. Broadly 
spwiking, this distinction applies as between rich and poor, 
f'.n- it generally happens that wages respond less promptly 
to a cliange in economic conditions than profits. In times 
of rising prices wages tend to rise less rapidly than pi'oilts 
or tfie price of commodfties, while in t?imes of falling ])nces 
they lag behind the general downward movement. Thus, 
provided there is no other general change which affects the 
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distribution of income between the working classes and 
employers, there is a general presumption that periods of 
falling prices will be favourable to the former, wbil-e rising 
prices will be to the latter’s advantag^^. 

This point is forcibly illustrated by the attitude of 
various classes of the community towards the two most 
important x^cent price movements of the nineteenth 
century. From the year 1874 to 1896, when prices "were 
falling rapid!}', the country went through some very se^^ere 
years of depression, and it became common to associate the 
fall in prices with bad trade. Eoyal Commissions were 
appointed to inquire into the causes of the trouble, while 
the bimetallists suggested that the fall of prices should be 
arrested by making silver standard money as well as gold. 
The depression was, perhaps, most acutely felt by agriciiL 
turalists, "who were hard hit by the comjxetition of the food 
supplies and raw material which were pouring into the 
world’s market from the 'New World. But this cheapening 
of food was exceedingly advantageous for the industrial 
population of the country, and there was, except at certain 
periods, less discontent among the workers than there is 
■ to-day. '■ 

This divergence of interest between various sections of 
the community is explained in the answ’^er of Professor 
Marshall to the chairman of the Gold and Silver Com- 
mission. “I think,” he says, ‘Hhat it ^vants veiy much 
stronger statistical evidence than one yet has to pr^ve 
tliat the fall of prices diminishes perceptibly or in the long 
run the total productiveness of industry. Supposing that 
it does not diminish considerably the total productiveness 
of industry, then its' effect is, I think, on the whole good, 
because it certainly tends to cause a better distribution'*of 
wealth than we should otheiwise have . , . and really I 
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could not say that there was any serious attempt to prove 
anything else than a depression of prices, a depression of 
interest^ and a depression of profits — there is that uii> 
doubtedly.” Then/^ said the chairman of the Cominissioii, 
do I understand you to think that the depression in those 
three respects is consistent with a condition of prosperity ^ 
And Professor Marshall replied, Certainly ; fhe employer 
gets less and the employee gets more.” ^ 

But since 1896 the reverse process has been in operation. 
For the last ten or fifteen years, profits on the whole have 
been exceedingly satisfactory, the gross assessment of income 
In’ the Commissioners of the Inland Kevenue has neaj'Iy 
doubled, and, in spite of tbe waste of a great deal of national 
wealth in war, a new super- tax, heavy death duties, and an 
income-tax on unearned incomes of Is. 2d. in£I ; signs of 
luxury and excessive wealth are to be seen on every hand. 

But the condition of th« working classes does not 
present by any means such a satisfactory picture. Labour 
disputes have been rife in England, Germany, France, 
and America, tbe leading note in every case being a protest 
against the rising cost living and a demand for Idgher 
wages to meet extra expenses. 

It is not, of course, suggested that the rise of prices 
is entirely responsible for recent disturbances, in wdiich 
political and social considerations have played an important 
part ; but the slow adjustment of wages and price.s has 
i?ndoul)te<!Iy been an underlying economic cause of the 
discontent. It should not be a matter of great difficulty 
to devise means for more rapidly adjusting wages to 
changes in the cost of living, but in the absence of such 
machinery, a general risS of prices will "presumably continue 
to Id ter distribution to the disadvantage of the wage-earner. 

^ Gold and Silver Commission. Marsli all's Evi<le'ncR. Qs, iiSl (> e/ 
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There is, however, another side to the question. Rising But rising 
prices are always regarded by business men as a hopeful 
sign, for they generally imply a brisk demand on the part expanding 
of consumers while they are a universal accompaniment of 
]:H 3 omiiig trade. A hopeful tone in '^business circles often 
has a \Y‘dj of converting itself into action, and the confidence 
engendered l3y high profits encourages new enterprises, and 
may even lead to the opening up of entirely new channels 
of trade. This activity creates a greater demand for labour, 
which means less unemployment and higher wages. At 
the moment the improvement of wages may not be sufficient 
to cover the rise of prices ; but though wages lag behind 
for the time, it is claimed that, looking at the matter from 
a longer point of view, a spell of trade activity wdll 
ultimate^ result in permanent improvements in the means 
of production, which will advance the welfare of the whole 
community. In this respect, then, a rise of prices would 
seem to be a social advantage. But the proposition that 
the productivity of a country’s labour and capital as a 
w’hoie increases in times of rising prices faster than during 
falling prices, is by no means proved, for tRcre is evidence 
that the pressure of low profits and prices often has as 
great an efiect as the inducement of large profits in stimulat- 
ing the use of new methods of production. ^ 

It will, however, be more profitable to discuss the relative 
advantages and disadvantages of rising prices when the 
effects of price changes during the nineteenth century hav^j 
been briefly considered. 

This chapter may be concluded by a rough analysis of Analysis 
the various classes of income-receivers in the community, lundsof 
classified according tp the efiect-prQduced upon them by a 
rise of prices. The classification assumes that the ?»se 
applies equally to all kinds of commodities except those 

f ^ :: V ; " ' ■ , ^ ^ ' ■" 'v' V, 
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tliat are fixed hy law or custom. Given such a change, 
some interest and profit-receivers will benefit at once, while 
others will lose because their incomes are fixed for some 
time, at? all events. Similar differences appear between 
various sections of the professional and wage -earning 
classes. In the long run, the slower moving incomes will 
probably rise, and eventually neutralise th^ advantages 
gained at first by others. But the table serves to show 
what clc'isscs will be harmfully affected %vhile tlie change is 
in .progress. ,■■■■■■■. 

The classification makes one further assumption, namely, 
tlmt trade is not affected hy the genera], rise of prices. In 
practice, enterprise is likely to be encouraged and trade 
increased, at first at all events, and if this happens, many 
groups which are placed among those who suffer would find 
that they were profiting from an increased turnover. Such 
undertakings as railway companies, for example, may pos- 
sibly make up by the increased volume of traffic for the 
fact that coal, wages, and materials are rising in price, 
while their fares and freights are unchanged. These are, 
however, secondary effects, and must not be confused with 
the initial changes due merely to the fact that some 
incomes var}?' with prices and some do not. 

Deductions from this table must not be pressed too far 
or applied to special cases, for no rise of pieces is as 
uniform as has here been supposed, and the secondary 
Q^lects referred to above will most probably place certain 
of 4]ie groups in the second and third rows among thr>se 
who benefit at once. Nor can it be foretold how long it 
will take any particular class to improve its position and 
raise its income. In thg case of wage-j^arners, for example,, 
mt|rh depends on the competing strength of employers ami 
employed at the moment. But the table shows the initial 
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ciiangeB uml makes it easier to trace out the way in which 
secondary effects operate. 

It need hai'dly be said that a, fall of prices works in 
precisely the opposite manner, the classes which are here 
shown to benefit changing places w'itli those on ivhom a 
rise of |>rices has a harmful effect. 


BIBLIOGKAPHICAL XOTE 

Tfjo points raised iu this chapter are <hsciissod bj hevoiis in 
J Fall In th'- Vahic of Gold ascertained, mal its Social E/ects 

(see, especially eliap. iv,). See also L. Darwin’s Bimetallism, 
•clKip., xviii,. ■ 
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TOK WHOLESALE PRICE INDEX NUMBER TN THE NINE- 
TEENTH CENTURY 

Changes in average prices may be most conveniently The whole- 
studied over a period of years by constructing an Index 
Number” based upon tbe wholesale prices of a number ii umber, 
of important commodities. But as a long list of figures 
cannot be taken in at a glary^e as readily as a pictorial 
representation j the price index number which is to be 
discussed in the following chapters has been reproduced on 
a chart, which will be found at the end of the book. The 
black line in the diagram rei)re»ents the movement of 
average wholesale prices in relation to the level in 1900, 
wliich is taken as the basis — the figures which it depicts 
being given Jn Appendix A, where the method on wbicli • 
the statistics are calculated is also explained. All that it 
is necessary to say here is that an index number combines 
the prices of a number of different commodities in a* 
single figure which enables us to compare the average ^ 

level at some given year or serievS of years with the average 
level (it preceding or succeeding dates. Thus in 1826 
prices were representeti by the figurl^ 150; that is to say, 
on the whole prices in that year were 50 per cent higher thari 
in the year 1000. It would, therefore, have required £150 
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in 1826 to purchase goods wliicli could have been bought in 
1900 for £100. A fall in the index number thus means 
that as gold prices have fallen, a given quantit}^ of gold— 
a sovereign, for example — will purchase more goods tliaii 
before ; that is to say, gold has “ appreciated ” in terms 
of commodities. A rise in the index number, on the 
other hand, means that a given quantity# of gold will 
purchase less goods than before ; that is to say, gold 
has depreciated.’' 

It may at this point be asked whether an index number 
based upon wholesale prices of commodities can be said to 
indicate changes in the general purchasing power of money, 
seeing that the mass of the comniiuiity make their purchases 
retail and not wholesale. The answer to this query is 
partly based on the practical consideration that there is no 
alternative to a wholesale prices index number ; for retail 
commodities (except one oi; two articles of food) vary so 
greatly both in quality and in form from time to time that 
no standard quotations can be found for the same retail 
article over a series of years. Ko reliable quotations, for 
example, purporting to lepresent the retail price of candles, 
boots, or men’s cloth suits can be given for a period of say 
50 years, ’which would not be invalidated by changes in 
quality, even if figures could be obtained for the same 
locality, or for similar kinds of shops during so long a 
period. It is quite easy, on the other hand, to find standard 
* quotations for raw wool, leather, and tallow. As to 
whether retail prices have followed the same course as 
'wholesale prices or not, no definite proof can he obtaiiuKl 
because of the practical difiiculty refei'red to ; but a 
comparison of specific wholesale ami reitail prices in cases 
t\diere both sets of figures are available seems to show that 
though the fluctuations of retail prices are less violent than 
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wliolesale priceSj the changes in the general level over a 
lung periud are always in the same direction, and in most 
cases of the same extent. In this connection a cah^ulatiun 
of retail prices, hy Mr. G. H. Wood, is referred to in 
Api-unidix A in comparison with a ^coiTesponding index 
I i limber of wholesale prices. 

A. furtlici# qualification of the index number as a, test The prices 
of pnrcliasiiig pow-er is that it only includes material things 
aufl excludes ail payment for services. Tlie housewfife who rent arc 
lias a, certain income to spend, finds that it wfill go further for lack 
if the wages of domestic servants are lew than if they of data, 
are high. Tliis is, therefore, one of the items wliicli 
tietennines the purchasing potver of her tveekly house- 
]vee|)ing allow'ance. But though this objection is sound, 
wages are nevertheless excluded on account of the difficulty 
of getting accurate figures for the early part of the century ; 
while even for the last 50 or 60 years, for which statistics 
are much more numerous, it is no easy matter to discover 
what jrart of the nation’s income is spent on direct services, 
compared with the expenditure on commodities — what 
importance, for example, has to i)e attributed to a rise in 
the wages of hotel-waiters in comparison with a rise in the 
price of meat. Again, rent is excluded on similar grounds, 
it is hnpossible to get any reliable series of figures ^ 
sl)i-)wing the price of housing accommodation. {These three 
qiiaJifications, viz. that the index number is not founded 

retail juices and does not include services or rent, musii 
be l.‘OFne in mind "when using it as a criterion of changes 
in tile purchasing power of money. ) But commodities are ^ 
fai* the most important object of expenditure, and the 
finctmitimis of the wholesale price# curve rnajq therefore, 
be taken as affording at all events a rough indication ®of 
permanent changes in the value of gold. The value of this 
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criiei'ion will, inoreoyer, be more apparent from the more 
detailed study in later chapters, in which such evidence as 
can be- gleaned from retail prices will be mentioned in 
corroboration or disagreement with the conclusions which 
based upon wholesale prices. 

uf The point that strikes one most on a first inspection of 
lb«i curve is the violence of the fhietuatioriS" in the tarly 
jcairs compared with the smaller fluctuations of later yeiiYn, 
These ups and downs are not of pia'iiiary importance in the 
present investigation, but as they have some bearing on 
the subject, reference may be made to a few significant 
features before discussing general changes of tlie curve. 

The first two decades cover a period of cpiite abnormal 
conditions caused by the Napoleonic wars, during which 
coni and other goods were only brought to . ibis country 
under difficulties. Trade was, therefore, dependent mainly 
on ci!*cumstances at home, and in particular on the home 
harvest ; and as the crops of the country varied during 
these twenty years between great abundance and severe 
scarcity, the price curve shows extraordinarily violent 
fiiictuatioiis. c 

Tilts Uoom Cjoming to less- troubled times, a very sharp peak is seen 
of following three years of very steady prices. This 

r ye-ar witnessed one of the acutest financial and industrial 
crises of the wffiole centuiy, the violence of the reaction 
being slio%vn by the rapidity with which prices came 
't.unibling down in 1826 ; it may, therefore, be profitable 
^ bnefly to consider some features of the price history of 
these few” years, as they will serve to show the coimection 
between temporary booms and permanent changes in tlm 
lei'cl of prices. Since riie year 1820 ttvide lia.d been rapidly 
gRiwing with Sbuth America, where the colonies which 
had revolted from Spain were now” free from the restrictions 



Ill 


21 


WHOLESALE PRltife INDEX NUMBERS 

cjf the Ls]tl mercantile system and could trade witb 'vvliom 
t.hey pleased. England, who had contrived to assist in 
t hese proceedings without an actual breach with the ©overn- 
meiit at Madrid, entered wildly iiito^ trans-Atlantic enter- 
piise, poured capital into the New World, and formed coin- 
paiiies for all manner of purposes. In 1823 Mr. Huskisson 
had ]'enioved*soni6 of the most restrictive of the duties on 
foreign, eomme^'ce, and his measures happened to follow a 
series of good harvests in 1820, 1821, and 1822. The 
resiirnption of cash payments in 1819 had restored con- 
fidence in oui' monetary system, and the general optimism 
culminated in a boom of company flotation in 1824. The 
demand for commodities began to outrun the supply, and by 
the middle of 1825 prices of many commercial products — 
cotton, silk, sugar, iron, etc. — had risen from 50 to 100 per 
cent. But people cannot buy high-priced goods without 
plenty of money in hand, anddn order to provide funds for 
the new companies that had been formed and for general 
business purposes the country banks issued notes freely, and 
the Bank of England allowed its reserve to dwindle -wliile 
it also increased its note circu?htion. But high prices 
encouraged the importation of commodities, and gold began 
to be drawn out of the country as well as into circulation, 
and as soop as the over-confidence in the state of trade 
])egaii to wane, it appeared that the country banks would 
not be able to cash their notes if required. A run on 
the banks, therefore, set in, many of them failed, 
the whole structure of inflated credit and prices came 
tnmbiing do^Y^. The Bank of England lost its reserve of 
bullion, and was reduced to such straits that £2,000,000 
was IxHTOwed from thS Bank of FraiTce. 

The Directors of the central bank w^ere at the time 
greatly censured for their policy during this outburst of 
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f^puculatioiij and when a few months later the Charter eainu 
u|> for the usual nine-year renewal, the general feeling of 
(lissatii^f action caused a modihcation of its monopoly.^ 

The liistory of t|^is crisis shows that the high prices 
which, accompany a boom of tirade may be niet b}^ aii 
iiicrease of paper money without any change iii the gold 
currency at all. But such inflations will bi^ followed by 
rc’action sooner or later, unless the public can be persutidcd 
tha.t these substitutes for gold are a safe form of ciUTency, 
and will retain their value under ail conditions. If the 
ciUTeney is ultimately restricted to its old limits, prices 
l)e expected to return to their former level. 

The boom of 1825 and the peak which it caused in the 
price curve is, therefore, not to be regarded as permanently 
affecting the value of gold, and the same thing may, iu 
general, be said of all the similar movements of the 
nineteenth century. 

Turning, therefoi'S, from the peaks and depressions to 
the general tendency of the curve it will at once be seen 
that its direction has changed several times since 1800. 
Starting from 1809 thdl'e is a general downward move- 
ment, in spite of sometimes very violent fiuctiiations, until 
1S50. From that year until 1873 there is a halt in the 
downward tendency, and during this period pices tended 
to move upward. From 1873 to 1896 there is a steady 
downward movement once more, and finally from 1896 to 
tj^e present time a renewed upward movement. Omitting 
the years preceding 1820, we may indicate tliese four 

^ Private tunics were already allowed to issue notes. Tlie douse, 
iurhkldiug note issue ty any joint- stock corpor.’dion e.Ytuud the Jjjnk of 
tiln^dand was iiinited hv tbe^l826 Charier tOf-londou and district, witbiu 
(^.sijrty-iniie radius.. The Charter, moreover, ■was so -^vorded that hanking 
lunetions, other than note issue, could he iiudcrtaken by joint-strudi 
corporations even in London. Hence the foundation in 'iS33 of the 
l.ondon and We.stminster Bank, 
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pt'iiHls ijinBericullv l»r quoting quinquennial average index 
iniintMU'K .‘it these various turning-points — the dates chosen 
lepicsenting as nearly as possible the five years t\^ical of 
the beginning and ending of tlie chief movements ; — 

QinsouExxiAL Aveuage Inbex Numbers at the 

'rriLNING-BOlKTS IX THE PRIGE CURYE. 
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The study of the course of prices thus naturally divides 
itself into these four periods, which will be discussed in 
more detail in succeeding chapters. As tending to show. Similar 
liowever, that these changes in direction are due to 
monetary causes afiecting all gold-using countries and not countries, 
merely to fortuitous or faulty sta^stics, it will be pertinent, 
before proceeding further with the discussion, to put side by 
side with the figures given above the index numbers of prices 
in leading countries of the world. Such index numbers do ^ 
not go back very far in all cases, and they are not based on 
mitirely comparal)le methods of compilation, but they all 
illustrate markedly the general tendency of prices to show 
tile same change of direction. ^ 

Surnniai'ising index numbers for England, Germany, and ** 
liie I/uited States in ten yearly periods, and taking the 
average of the decad§ 1891-1900 a^lOO, the changes shown 
arc as follows :• 
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Tims prices have changed in a similar manner in ail 
countries, though the fall in England prior to the 'nineties 
was g]*eater than in Germany or America. The subsequent 
rise, on the other harnlj lias not been so marked as it has 
been abroad — a fact which will require explanation wdien 
we come to deal with the recent upward movement of tiie 
price curve. 

On the chart there has been added a second line in red, 
which represents, as far as can be ascertained, the growth 
of the world’s gold production. The first feature of this 
curve is a sharp rise that took place about 1850 as a 
consequence of the discoveries of gold in California and 
Australia. This date corresponds to the first change in 
<ljrection of the price curve. The second change in the index 
number does not correspond to a xery marked" fluctuation 
in gold production, but it will be observed that from 1853 
pnwards there is a steady decline in the annual output, 
which continued well into the ’eighties. The ’seventies 
and ’eighties ' saw, moreover, the establishment of a gold 
standanl in several important countries, and in consequcncct 
there was a xmy grea|* increase in |he demand for gold. 
AVhen this demand is taken into account it will be realised 
that there was during these two decades a considerable 


Ill 


WHOLESALE PRISE INDEX NUMBERS 25 


shortage in relation to the world’s requirements of gold for 
currency and other purposes. As the upward movement 
of the last fifteen years has followed closely on th^ upward 
movement of the gold production curve, there seems to be 
at all events a piima facie connectiofi between the world’s 
gold supply and the general level of prices. This connection 
is, of coursi:^ in no way proved by the diagram, but if it be 
osta])Iished that there is aiiy relation at all between the 
t wo curves, it at once becomes evident that the general 
public is closely concerned in the question of the world’s 
gold supply. The recent increase in the production of tlie 
precious metal, the annual output of which is to-day no less 
than sixty times as great as in the first half of the nine- 
teenth century, has been so stupendous that it opens up the 
possibility of a much greater depreciation in the value of 
gold with a corresponding rise of prices than has ever yet 
occurred, and the future, therefore, of prices would seem 
to be a matter of the greatest uncertainty. 

Further statistics of gold output and a brief statement 
of some of the practical aspects of gold mining are dealt 
with in Appendix B. A non-expert is hardly in a position 
to venture an opinion on a technical matter of this kind. 
But if, as M. de Launay thinks, there are vast resources of 
gold in the earth’s crust in the form of low-grade ore, which ^ 
will be utilised to an increasing extent with every new 
development of metallurgical science and every improve- 
ment in mining machinery, it is quite impossible to foret<ilI 
how long the depreciation of gold may continue. The 
present movement lias already caused some economic dis- 
turbance and friction, and the prospect of many years of 
continual readjustment of the s^me kind is one to be 
looked forward to wfith anything but equanimity. # 
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See Levi's Hidory of British Commerce^ part iii. chap, iv., for an 
aceoiiiit of the crisis of 1825, 

Various kinds of iude^ numbers are discussed in edmp. x. of 
Professor Fisher’s Furchasinfj Bower of Money. Other refei'cnces 
to this subject are given at the end of Appendix A b(?lo\v. An 
:triicle ]\y Vr. Hooker, in the Statistical Journal for December IPll, 
contains a very instructive comparison of price index numbers for 
various countries during the last two decades. Ap]>endice.s A and 
h htU;]; d(*al witli the subject-matter of tills chapter. 


CHAPTER IV 


iJlGRESSroX OX MOXKTAllY THEORY TN P.ELATION 
TO PRICES 

BiCFORp] carrying any furtliei* the discussion of actual price 
movements, some attempt must ].>e made to analyse tlie 
various factors which determine the ])urchasing power of 
money. This analysis will show what influences may he 
looked for when we come to examine the history of 
particular periods of falling or rising prices. 

The first stage in the discussion may be expounded by 
means of a somewhat fanciful illustration. Let us suppose 
tliat the prices of all goods and services in England are 
suddenly doubled. A lialf-penny newspaper will be sold 
for one penny^ penny stamps will cost twopence, wliilc 
the lai.)om’ers weekly £l now becomes £2. Clearly, 
under such circumstances everybody would need to carry 
about double as much mone 3 ’ as they cany at present. The 
clerk going to his work in the city, for example, wouM 
netid double the amount of small change for his fare and 
lunch ; those who are fortunate enough to possess a bank- 
ing account 'would need to keep twice as large a balance 
for domestic or other purposes, wkile the employer with a 
large waiges-bili would require from tlfe bank double as 
much coin as he now requires at the end of the week. 
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AsBimiiiig that this doubling of ]>riccs had no other etfeets 
in diminishing or increasing trade, the total money ^•a]ue 
of all business transactions performed in the eountiy 
would in fact he doubled. But such a change could not 
occur without a corresponding increase in the various 
means by which exchanges are made. If, for instance, all 
exchanges were made by means of coin, it is 4t»bvioiis that 
either the quantity of coin w'ould have to be doubled or 
else the same coins would have to pass from hand to haml 
much more rapidly than they do at present. 

As a matter of fact, however, a very largo proportion of 
transactions do not require the use of coin at all, but are 
made l>y means of chc<|ues, bills of exchange, etc. The 
principles of banking and the credit system cannot be 
disemssed here ; it is only necessary to bear in mind that 
the banking system of a country is a device for enabling a 
very large number of transactions to tal^e place wdthout 
the use of gold. A certain amount of bullion is under the 
English monetary system required as a reserve ; but the 
proportion which the bullion held by the banks of the 
country bears to the totaV volume of money which they 
provide for the public is not necessarily a fixed proportion, 
un<i, in fact, is often greatly diminished when there is general 
confidence in the state of credit and a demand foi; currency. 
But when the expansion is carried beyond a certain point, 
a reaction sets in, which often results in an acute crisis, 
aiid in any case the slump is accompanied by a reduction 
in flic ei‘edit currency. Such a cycle has already been 
tracked in tlie previous chapter. In the case that 'we have 
supposed, therefore, the doubling of prices might 1)0 met 
by some increase in the mse of paper siAstitutes for money, 
or hy the device *of using book-debts and only settling 
the ])alancG in cash at the end of a sjiecihed period. But 
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wlii( 3 hever of the many possible devices are used, it is 
clear that the total value of the circulating medium 
(including credit currency) changing hands during the 
year ^vould need to be doubled^ 

The 3natter may be put in another way. If a country Another 
inis a gold cuiTericy of the value of £20,000,000 in circuia- 
lion, vdiicli ^ihanges hands once in two days ; also small 
change to the value of £1,000,000 sterling, which changes 
hands on an average twice a day ; and finally, a hanking 
system with a gold reserve of £10,000,000, on which are 
based deposits of tlie value of £50,000,000 drawn upon on 
tin average once in ten days, the total value of circulating 
medium changing hands in ten days would be £1 70,000,000, 
iiitAde up as follows - 

(ff.) z-CSOjOOOjOOO gold coin circulating a times =i:i00,000,000 
(li) £1,000,000 silver coin circulating 20 times = £20,000,000 
(c) £50,000,000 bank deposits circulating once = £50,000,000 

£170,000,000 

Under these circumstances the total value of cash 
transactions made during the t§n days would be exactly 
£170,000,000 ; that is to say, there is an exact equivalence 
bet-ween the cash changing hands and the value of business 
done. Now, if the number of transactions to he done in ^ 
the ten days increases, while no expansion of the circulating 
medium is possible, average prices must fall ; for otherwise 
some of the transactions w^ould not take place for wuint ^ 
currency, and those who had goods to sell but were iina,Lde 
to do so would cause a lowering of prices by competing for ^ 
a market. If, on the other hand, the number of transactions 
diminishes, there mwt ultimately he a rise in prices, unless 
the ci]*culating medium also is contracted. As the cretlit 
element in the currency gives a certain amount of elasticity, 
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while gold itself may be hoarded privately or go to swell 
the reserves of banks, it is possible that a dimimition of 
trade rgight at first merely have the etiect of sending 
currency out of circulation ; but if the number of trans- 
actions to be made rehiains small for some time, an advance 
in prices will ultimately be brought about on account of 
the redundancy of the currency. ^ 

Himilarly, if there is an increase in the currency available, 
eitlicr on account of an increase in gold, or because it does 
its work faster by circulating more rapidly, or because an 
improvement in the credit system enables a larger volume 
of cheque and other paper cuiTcney to be based with safety 
on the same amount of gold, there will ultimately be a rise 
in prices unless the number of transactions increases as fast 
a,s the increase in currency. 

The level of prices, therefore, depends on two sets of 
iiifiuences : (1) the volume of currency available in any 
country, and (2) the total volume of transactions which have 
to be performed. The volume of the currency is determined, 
as explained above, by the nature of the credit system and 
by the quantity and rapii^ty of tlie circulation of gold and 
small change. The number of transactions is determined 
chieiiy by the productivity of capital and labour (which 
depends upon the |)rogress of science, the number iuid skill 
of the population, and tlie extent and importance of foreign 
trade), an<l to a less extent by the number of times goods 
#liang(i hands in the course of business. Thus an increase 
in*the number of goods produced will increase tlie number 
of transactions, while a more minute division of hiboiir, 
which requires that goods and currency should ])ass from 
hand to hand more frequently thaii before, will have 
s.'#no effect. A study of the relation between the currency 
and the number of transactions to be performed, therefore. 


SuniBiary 
of the 
forces 
which 
deteraiiiic 
the level 
of prices. 


M 


DIGEESSIOX ON l^fONETABY THP^OIIY 


31 


a consideration of all the influences which make 
f<jr a gre;tt.cr production of commodities and services on the 
one side, and of the influences which aflect the an'i,ount of 
the circulating medium on the other.- ■ 

I’liese two sets of factors ma,y for coin'enieiice l)e 
biuirmarised in the foUoAving tabular statement : — 


(Vniditicnis .’Urectiir^ Uie 
quantil.^ of ti)e Curresiey. 


1. Quanli-y f>f 520] d 
;;ntl IViud.ioiial euvreiiey 
i]j circiilalJcm. 

‘2. Tilt' niuidity of s;ir- 
fTilutiuii of r.oins. 

S. 'J'be aiiioinit of bank 
tleposits afpiiiist which 
elicques may l)c diawn. 

4, The average niiinber 
of ' times deposits , are 
drawn upon (te. rapidity 
of circulation of V)ank 
deposits). ' 

5. N limner o1‘ bank- 
notes ill circulation. 

(k IJ^uTiiber of times 
tlicv chaimc Imiids, 


Conditions ulTecthra' the volume of qbaiis- 
actioiis to ki performed by Currency. 


7. Total goods produced. 

S. Number of times they eliaiige 
liaiids between the iir.st stages of piro- 
(luction and their final purchase by 
consumers. 

9. Total personal services rendered 
by members of the community, includ- 
ing services hj?- wage-earners, salarie<l 
persons, nnmager.s, etc. (but e.x eluding 
persons working on own account who 
do,not receive their salary as a sepa- 
rate transaction). 

« 

10. Obligations incurred wliicli in- 
volve jiayment for the use of land, 
houses, or capital. 

11. iiitock Exchange transactions 
and other transfers of jiroperty. 

12. Transactions such as betting 
debts, gifts, philanthropic subscrip- 
tions, etc., which are not in redurn for 
either goods or services. 


disc link hetweeu these two groups of factors is t^ie 
geiierul level of prices for commodities, services, etc., %nd 
when tint is known it establishes between them what has 
lieen called ‘Mhe equation of exchange,”^' 

^ It shouhl be noted i*j passing that ch%nges in any one factor on eitlier 
sift', do nut intliiemm all ihe opposite factors tojihe same extent. An 
(-vpaiishu! of bank currency, for example, will have a more <lirecrainl 
iiumcdiatc effect on Stock Exchange transactions than on payments for 
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The discussion up to this point has so far involved no 
«|iiestioii as to which differences of opinion could arise, 
and ther equation of exchange has, in fact, been called a 
self-evident proposition. But as soon as an attempt is 
made to show how a change on one side communicates 
itself to the other or affects the level of prices, the dis~ 
(Mission Ijecomes more complex. In the first jjace, it must 
be clearly recognised that a change of prices may originate 
either on the monetary or on the productive side. It has 
alread}^ been seen that booms in trade may be started 
without any important change in the condition of the gold 
circulation, and that they may be financed ’’—that is to 
say, the increased number of transactions at a higher level 
of prices made possible— by an expansion of the credit 
currency and a faster rate of circulation without any 
corresponding increase of reserves. If siicli a burst of 
ti'ade is followed by a permanent increase in the production 
of goods without a permanent corresponding increase in 
the circulating medium, prices will ultimately fall lower 
than before when the strain on the credit system has caused 
it to contract to its old limits.^ If, on the other hand, the 
pressure of the boom induced people to invent new ^vays of 
economising currency or of increasing the credit currency 
without rivsk, the permanent addition to the^ currency 
might equal the increase of production, in which case 
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pmonal services ; while an increase in the volume of raw njaterials 
jirodiiced in an agricAiltural country will call for a greater supply of coin 
r.'itST than for an increase of chetpies or hank-notes. I’lte dose cmniecl inn 
of all factors is, how’ever, brought home by the comdderatioii that even in 
this latter case the demand for gohl\yill fall upon hank reserves and affetn', 
tin* conditions of the money market by means of the rato of di'-'enunt. 

* 'idle reaction is largely caused by the fact that the ]ii,ehe!* level rd* 
prices and wages produced by%he boom call for^larger f|uantities of gold 
in iiiivnlatloii far all ihose payments — smdi as wages— which cannot Ise 
made by che(|ue. This drain depletes the bullion reserve at the same iiine 
that the credit currency is increasing. 



, ii:icreas:iiig/ra]:ddlj5 prices, tend -to fall, unless .there,. is also 
ail exjmiBion of the circulating medium • if there is no 
Slick iuerease in ciiiTeiicj, prices slump amid loud com- 
plaints of general over-production, .w.hich only means . that, 
at fin* exisfiiig level of prices consumers have not in hand 
sntlirient prii'clia sing power to buy the goods that are in 
.tilie ..iiiarket. This complaint can always ■ be.. ■ remedied . , by .a . ■ 

Ldl ill prircs. 

But prici‘ cliariges also be initiated by variations in 
ciirreiicy, and it remains, in particular, to show liowa.ii 
hi the worlfFs gold affects' prices. . The result mnj 
bt‘ iiciiiov'fM.l in two wajs,' which, may best be explained by 
iiieaiis of anotlier simplified .illustration. . Let us suppose Tilustratiou 
that a mil lion pounds^ worth of gold haviiig been produced ,,3j 

by a South African Gold Mining; Company, the., bullion is increase 'o.f 
shipped' to ' this country and sent ..to the Bank of. E'ligland,.^®^^^* . . 
wiiiel'i credits the company, in its ■ .books with The 
pounds, less any incidental expenses it ^may incur for 
assi-iyiiig , , the, gold, .e.fcc. This , credit ' represents "purchasing '. '" 

'pow':e'.r to that .amount .ill the haiMs of the - company.' But ' 
ineaii while, .,exf}e,i2s.es 'will have, 'been incurred i.ii . South. 

Africa in the production of this' million pounds’ worth of 
gold— the coinpaTiy 'Will have 'paid wages ' and. . salaries, 
pnrcliasfjcl coal, reiieived machinery, and paid railway 
frtuulil ~1 • I iliii extent, let us say, of J 600 , 000 . Purclia.sing 
pinver to iJils amount will thus have been transferred lij 
liieans of Soixtb African currency to wage-receivers, railway 
c’ompaiiios, and sellers of machinery and coal; who in their 
liirn may spend tlieii* money by buying goods made 
England. 8 neh prirclFases would be* paid for by 'the 
African importer by means of 'a bill of exchange, 
the Inglish producer of goods will present at the 
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cuiiipany s London office, to be paid for by a clieque on 
the latter’s balance at the Bank of England. i:(>00,000 
wortli df Englisb goods may thus have been sent to Soutli 
Alrica in exchange for that part of the gold whicli. 
represents the immediate expenses of ])roduction. The 
claim on the remaining £400,000 will be distributed among 
those who hold shares in the mining comptny, and will 
adil t:) their effective demand for whatever commodities 
the}' may wish to consume. Thus the demand of all the 
various claimants on the million pounds will tend to raise 
the prices of whatever they buy, unless more of such 
goods are immediately produced. This wdll certainly not 
happen at once, hut if other conditions are favourable there 
may ultimately be an increase in the production of such 
goods. 

But tiic effect will not stop here ; those who have sold 
the commodities will find t^Jiat they in their turn have 
more purchasing power at their command, either because 
tliey have sold more goods, or because they sold the same 
goods at higher prices ; and they in their turn will there- 
fore make a larger denfand on those from whom they 
pniThase, In this way the gross purchasing power of the 
commuiuty wall ultimately be increased, by the million 
pounds multiplied by the number of times it cli^nges hands 
I luring the year — the first link in the chain having been 
the demand of those who had the- first claim on the gold. 
^Unless the number of business transactions immediately 
increases (whether by the production of more goods or 
otherwise) in proportion to this addition to the total 
purchasing power of the community, prices will rise, and 
more currency change *hands in partfcular transactions. 

* This reasoning is clear enough if the first claimants on 
tlm gold withdraw it in the form of bullion and pass it 
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iin;.o o!irreiicy.'^ But it is equally true if these fortunate 
jH?r.so!}s piiy hy nieaiis of cheques on the Bank of England, 
in this connection we may first assume, for the sake of 
«irn]).l icily, that erery one banks with the Bank of England. 
\^lten tliti iiiillioii pounds is placed in the cofters of the 
I walk, the acjeoniits will show a corresponding increase of 
I! 1,01)0,000 'Pli the awoiiiifc due to depositors. T?iieii the 
roiriiiig eoiiipaiiy pays away this sum to various persoius, 
tin* niiriiof! ixjunds of deposits will remain uncliaiiged in 
jiiiioiiiit, hilt w'ill lie transferred, when the cheques are paid 
ill, lo t’l,! eir respective credits. If, instead of the gold 
ffusHiiig lift}’ limes from hand to hand, the payments are 
mailc I)}- el'ieqiie, there will be fifty transfers in the hooks 
fd' the J'kyik of England, the gold remaining safely in the 
coffers all the time. The effect on the total piircliasiiig 
power of the nation will thus be the same as if it circulated 
ill the form of gold. So much for the immediate and 
direct effect on prices. 

But there is a second and equally important way in 
which gold stimulates prices., While the sequence of 
purchases described above have oeen taking place, people 
will liawe noticed that the bullion reserve of the Bank of 
England has increased in relation to its liabilities.^ Banks 
will be eiicoiumged to lend more freely, and money will be 
“ cheap ” in the money market. Merchants and others "will 
tliiiik it a favourable opportunity to employ floating capitM 
in. enlarging their trade, and will borrow in order to bi^y 
more cotton, coal, machinery, or other materials of business, 
.A, whole series of influeiices will thus be set in motion 

Tin; woiild ^r] i jlerent if the gold is hoarded and not passed 

Iiita uoUvf' rjrculalioii. Tne illiistration, of^course, ignores the p?>s&ilnlil:y 
tliat 'pme of the gold niay be withdrawn for tise in iJTie arts. ® 

li 11k? .£1,000,000 from Smith Africa were the only item in the bank’s 
books, the, resv-rve in this Imaginary case would have- been 100 per cent 
oj‘ the deporsit.s. 
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, 1820-1849 ■ 

PRICES FALLING 

The year 1820 is taken as the starting-point of this review,; 

.as it is 'the year w'he,n th.e Bank of . England resumed 
payment of its notes in go.ld. A study of prices in the 
twenty years from 1800 to 1820 would -involve a dis- 
ciissioii of 'the effects of an inconvertib].e paper currency, -a 
.matter -which is' .rather outside the scope of this. book. 

Those twenty years, moreover, cover the later stages of 
tlie Napoleonic ^vars, and the u^s-and-downs of the price 
curve could not be discussed without entering into the 
history of the war and its effect on trade. We may, 

.theref ore, pick ii}:) tliev' thread at a date when the mo.re ^ 
tlii'ect and inmiediate effects of the war had passed away. 

On idle basis of Jevoiis’s index number, which is Features 
I'iRiruducf;! on the main chaid, prices appear to hawe 
faih'ii ahmit. 25 per cent between 1821-25 and 1846-50, or Tit 
llie rate of 10 per cent per decade. There are peaks in 
ihij curve ill 1825, in 1836 and 1839, and in 1847; hut 
jipart from these lirrnks, to which reference has already 
been made above (Chapter II. ), the price curve sliowf a 
continuous decline. It is unnecessary to delay over the 
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detailed events of this period, the conditions of which 
are remote from those of the present day, hut the broad 
inliuencfs afFectiiig prices may he briefly reviewed. 

Turning, in the first place, to influences affecting the 
amount of the circulating medium, the conditions (1) of 
the gold supply and (2) of alternative methods of nia,kiiig 
exchanges by means of credit currency niugt be noted. 
As rega,rds gold, the red line on the chart shows that onl}' 
\'cry small quantities of the precious metal were being 
produced each year. Prior to 1810, Europe had received 
the greater part of its supply from the Spanish colonies of 
Central and South America. But during the wars of the 
French liea'olutiori these colonies tlire'w off the yoke of 
Spain, and fifteen years of civil -war and internal disorder 
followcul, during which period the mines were practically 
deserted and a great slump occurred in the output of the 
precious metal. ^ But during the thirties the Ikussiau 
production began to increase, rising from, ,£30,000 sterling 
in 1819 to £629,00()'m 1829 ; £1,079,693 in 1839; and 
£3,824,638 in 1847 — after W'hich date the output re- 
mained fairly stationaryr for over twenty years. The 
Ihissian output, however, came too late to relieve the 
shortage of the world’s supply due to the closing of the 
mines in Spanish America, and the Western wor.ld during 
this period endeavoured to make up> for the deficiency by 
inventing various kinds of credit money. In England, 
however, the ])anking system was still in its infancy, oiid 
it^'wii.s not until 1833 that the first London joint-stock 
])iink was estalflished. These institutions liavo subse- 
quently ]n’ovided this country with an enornums quanlily 

^ IH*] aUar astinmtas that Che DUt|mt of goki latd silver from S]»aju;di 
A;Y*; riea, wlith unior.nled to £7,200,000 a yeur prior to the Uevuiir 
tioiu i'idi 1o £.5,000,000 in 1825 ami £*1,000, OOO in 1820 [Uv] :\]ur. 
fhe Preciotts Mdah^ chap, xviil). 
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cnrreiicjj but in tlie period .under’. re vie%T,tlieir growth 
was not suiiiciently rapid to neutralise the effect of the 
shortage of gold, though it is possible that .the ciieclc to . 
the downward movement of 'prices, in the later ’thirties'.' 
slioiifd 1)6 attriljiited to the development of the iie'w bank 
money. There wasj however, a. ■ very 'large'', gap i.ii' the 
mirreiicy to be filled up. During the Napoleonic wars the ■ 
ai'jregulated condition of private hanking in this country 
hs'id made it possible for private bank-notes to be issued in 
large quantities, against which the .gold held in reserve was ■ 
often quite inadequate. These private currencies rapidly 
diminished in the years we are now considering, owing to 
the failure of the firms ■which issued them, -while the 
possibility of a.ddiiig to the currency by such means was 
finally put an end to by the Bank Act of 1844. This 
statute also restricted the note issue of the Bank of 
England* itself, by enacting that against any notes issued 
in excess of a certain sum (originally fixed at £14,000,000), 
gold or bullion should be held in the coffers of the bank 
to the full amount of the value of the notes issued. This 
provision prevented any furth^ expansion of the note 
circulation unless there was a corresponding increase in 
t he gold held in reserve. 

'\Yith, therefore, a diminished supply of gold coming 
into the market,^ and with little elasticity in other forms 
of circulating media, there was no way of expanding the 
currency to any great extent. The difficulty became 
mmte in the 'forties, partly on account of the Eiissian geid, 

It luiisl he r«meniV)ere(l that at this time very few coimtrieK besides 
n3);4la,ui{ i;ru}*loye<'i a ciiagle gold staiulard, and she was, therefore, 
|t('fU{];firly siiNce.j)lil>ie, lochaTitg<?s in the world’s supply of gold ; though, on 
tlte other hand, the arimiii? output was so gniall compared to the. existing 

of Uie motal, that, unless the demand for t^je rise of gold hod also 
increased, there would have been a very slight iiillueiice on, prices Som 

slowing up of the x'*roductiou from the mines. 
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%vliiclj eased tlic situation, and parth^ on accouiit of the 
credit currency which was gradually being evolved. But, 
on the {\vhole, the monetary situation of the period does 
not show any great increase in the circulating mediiini. 
Proriiie- Meanwhile trade, and therefore the demand for currency, 
a very rapid pace. It is true that the inventions 
and other changes of the industrial revolutio|;i had begun 
Ui stimulate production long before the end of the 
elgliteenth century, but the growth of industry has 
moved at an accelerating pace throughout the whole of 
tlie nineteentii centuiy. A few particular events which 
liastened tlie rate of progress during this period may be 
recalled. The reforms of Huskisson in the ’twenties raid 
of Peel in the ’forties relieved industry of the more 
vexatious and limiting provisions of the tariff ; the growtlj 
of raihvays stimulated production, especially of those 
materials used for railway construction, and though the 
main effect of railways on industry as a wdiole must l)e 
looked for at a later date, the new means of transportation, 
had an immediate stimulating effect on trade ; even as 
regra’ds foreign transpor^^., impro^^ements rapidly took 
place, though the Itepeal of the Navigation Acts came too 
late to affect prices during this period. The introduetioii 
of the telegraph and the penny post were also most 
important innovations of the period. The fall in the level 
of prices was thus caused by the failure of the currency to 
ey,pand in proportion to tlie work which it w*as called 
V: Vv/ t - ■ ■ ■ 

Tlie letKl' bi spite of the inci'ease in production, the period 

-^licyorujs. discontent on the part of tlie working’- 

(.iasrtcs, and it may na^^urally be asted why the pooi'er 
tiiesKihers of the eommunity did not share more widely 
in the general prosperity. In the ’forties it is generally 
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lioitsiciered that the workiBg-classes- of the coimtiy were "t’wo 
worse oil* than in almost any other period of English history, poverty 
a fact which at first sight seems completely to refute the 
general presiimption put forward in Chapter IL, that falling ■ 
prices are good for the working-classes. ■ The explanation , 
of this seeming contradiction is twofold. On. the, one . 
hand, when wo examine the state of the labour market wo 
liiiil that tlje disorganisation caused, 'by the industrial and tiio kibour 
jigriciiltiuul revolutions had not yet passed away. The market. ,■ ... 
population of England and Wales (see . Appendix F) 
increased almost 50 per cent in the thirty, years between 
1821 8 , 11(1 18'51., while an analysis of the mensus reports 
shows that the exodus from the . country to the towns , ■ 
was still ill fu,ll swing. The old industries wdiicli were 
being displaced ■ (hand - w'eaving, for ■ instance) naturally. 
coiiM not afford to oflei* high ivages, while the new 
iiichistries which grew up so rapidly did not, as might luive 
been expected, cause the demand for lal)Our to outrun the 
supply, for the women and young children of the towns 
were sent into the factories to tend machinery. This 
labour was, for the most part, exc<|pding]y inefficient, judged 
b}’^ modern comparisons ; but with a very low standard of 
firing, it was often pairl for at starvation -wages. The 
eilecdve organisation of labour under such conditions was 
impossible, and the ivorkers were not in a position to 
make a successful figlit for a higher standard of living, 
Sulisequent experience has slioirn that highly-paid efiicien^. 
labour is, in the long run, far more advantageous to ti?e 
mn plover tliaii sweated labour, but this proposition 
eomnioiily needs to he proved by experience before it is 
acted on. Pressure from below is ^usually required before 
tha.t change is made, and the working-classes in the forties 
were unable to Ining such pressure to bear. Mr. Bowley’s 
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smiiDtary of wage movements, reproduced below on p. 150, 
shows in fact that between 1810 and 1830 money w^ages 
were frilling, and from 1830 to 1850 were practically 
stationary. A most important blow, however, was struck 
in the latter part of the period at this degraded system of 
industry by the Factory and Mines Acts of tlie early 
’forties. 

Tite other equally important consideration wEicli pre 
vented any improvement in the condition of the working- 
classes is the fact that, though prices as a whole fell during 
these tliree <]ecades, the commodities wdiicli fell most were 
not th(Kse consumed by the working-classes. Analysing 
the commodities included in Jevons’s index number accord- 
ing to whether they fell more rapidly, less rapidly, or at 
the same rate as the average, we find that they fall into 
the three following groups : — 


Analysis of the Fall in PRicirs betweek 1821-25 anu 1846-50. 
(Average falls 25 per cent.) 


Ai’ticlcs rniicli fcH 
more tliiin the Average. 

Articles wliich fell about, 
tl^e Average. 

■ ' 1 

Articles which fell : 
less than the Average. 

Xjor cent 

, T)ye.s ,;.y ; 64}- 

Cotton , f - 52) 

Oriental . ( ~ 48) 

Iron . 0-40) 

I Tnpioal . (-S9) 

I"'': Fibres 

j^^Thiiber . C-aO) 

per cent 
Metals . ( ~ 25) 

pur cent 

Fodder . ( - 13) 

Wheat . i- 91 

, Corn . (0-1)1 

j‘ Oils . . ( -i- 8) i 

r ■ 

j : -v:: ■ I 

i - 1 


1'luis raw materials are found in the first two columns. 
Many of them fell ow^ng to improycmenls in transport 
aiwl to fiirther penetration into Ea, stern countries, while 
iron fell faster than most other commodities owing to 
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improvements in the method of smelting in the blast 
frirnaeo/^ But when wages are at a low le^ml the worldng- 
elasses have little to spend on anything except and 
we find tlia.t agricultural food-products were among those 
which fell less rapidly than the average or actually rose in 
This result was primarily due to the 'stringent Corn 
Iaisv of 181o.^ which prevented the importation of wheat 
unless the average price in England was 80s. a quarter, 
the' ■■ .figure .being lowered in ■ 1823 to" 70s;-, a quarter. 
This law, it is -true, kept a very large area of the country 
uirlcr ■wheat, but the home production was clearly quite 
insulficient to provide for the growing needs of the 
population. The price of ■wheat, indeed, fell, for in main' 
cases ivages were too low to permit the people to huy bread. 
The demand was, however, large enough to prevent the 
price of wheat falling as fast as other commodities. Thus 
unt'il tlie “ EepeaL’ in 184-6 the balance was most unfairly 
weighted against the worKing - classes, who obtained 
practically no advantage from the fall in prices. 

To sum up, the thirty years succeeding 1821 saw' a 
rapid increase in the nation’s productive capacity which 
far outran the available means of exchange. But the 
consequent fall in prices failed to benefit the wmrking- 
classes, coving to the disorganised state of labour and the 
fact that the tariff prevented a fall in the price of the 
commodity whose price most intimately' affected the welfare 
of the working-classes. ^ 

^ 1'Iie rliief (‘.hiuige tiurhig; the period was the invention of the hot blast 
by Nfilson in 1S28, which redneed the coal consumption per ton of iron 
;it. the Hyde ironworks from 8 tons 1.^ cwts. in 1829 to f> tons 34 ewts. 
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siiminary of wage movements, reproduced below on p, 150, 
shows in fact that between 1810 and 1830 money wages 
were frilling, and from 1830 to 1850 were practically 
stationary. A most important blow, however, was struck 
in the latter part of the period at this degraded system of 
industry by the Factory and Mines Acts of the carl}- 
’forties. 

Tlic other ecpially impoi’tant consideration which |>re- 
ve-nted any improvement in the condition of the w^orking- 
classes is the fact that, though prices as a whole fell during 
these three decades, the commodities which fell most were 
not those consumed by the working- classes. Analysing 
the commodities included in Jevons’s index number accord- 
iiig to whether they fell more rapidly, less rapidly, or at 
the same rate as the average, we find that they fall into 
the three following groups : — 


Analysis of the Fall in Prici-Ts between 1821-25 and 1846-50. 
(Average falls 25 per cent.) 


Artiele.s wliicli fell | Articles which fell about. 
vimre than the Average. | Average. 

' ' '"1 

Articles tvluch fell 
less than the Average. 

per cent j per cent 

'Dyes; . ; 6,4). -j 'Metals 25)" 

Cotton . (-52) 

j Tfupt'al . (-39) 

1 ,:Fibrest,y , rAA36);|.. .. ^ 

‘^Timber , f - 86) 1 

per cent 
Fodder . ( - 13} 

Wheat . ( ~ 0 ) 

Com . 1) j 

Oils . . ( -f 8) i 


1lius !‘aw materials are found in the first two ccflumiLs. 
Many of them fell owgng to improvements in transport 
am] to further penetration into Eastern countries, while 
iron fell faster than most other commodities owing to 
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irnprovonients m the method of smelting in the blast 
fioiiaee.' But when wages are at a low level the working-' 
classes have little to spend on any thing except fo(Kl, an<l 
we find that agricultural food-products wei‘e among those 
■wJiich fell less rapidly than the average or actually rose in 
[srice. This result , was primarily due to the stringent Corn 
l.aw of 181 5,^ which prevented the importation of wheat 
iniless the average price in England was 80.s. a (.[uarter, 
the figure being lowered, in 182'3: to 70s. a quarter. 
This lavr, it is true, kept a very large area of the country 
nnder wiicat, but tlm home production was clearly quite 
insnihcieiit to provide for the growing needs of the 
])opiilation. The price of wheat, indeed, fell, for in many 
cases wages were too low to permit the people to hu}’ bread. 
The demand was, however, large enough to prevent the 
price of wheat falling as fast as other commodities. Thus 
until the “Repeal ’’ in 1846 the balance was most unfairly 
weighted against the worKing - classes, who obtained 
practically no advantage from the fall in prices. 

To sum up, the thirty years succeeding 1821 saw a 
rapid increase in the nation’s pjjoductive capacity which 
far outran the available means of exchange. But the 
consequent fall in prices failed to benefit the working- 
classes, owing to the disorganised state of labour and the 
fact that the tarifi' prevented a fall in the price of the 
commodity whose price most intimately affected the vrelfare 
of the working-classes. • 


The elilcf the period was the invention of the hot blast 

Veilson in 1.S2S, whicli reclnced the coal consumption per ton of iron 
i;e Clyd(? ironworks from 8 tons ij; cwts. in 1820 to 5 tons ewts. 
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BIBLIOGRAPHICAL NOTE 

A general discnssion of prices and the effect of currency cliaugcs 
during this period will be found iu Tooke and Newinarclds History of 
Jr ices, vols, i. to iv. See also Porter’s Progress of the Nation, sect. il. 
cliap.i., for a, discussion of the influences affecting the price of agricultural 
•products. A detailed description of the events during tiie e]‘is(^s of 
1825, 1S3G'3D, and 1847 will be found in the special chapters dealing 
with these liooms in Levi’s History of JUrUisli Cotflonerce. A v<n’y 
hlaek account of social conditions in the ’forties will be found iu 
Frederick Engers Comliikyn of the Working Chesses of Great Britain in 


CHAPTER YI 


1849-1874 

PRICES RISING 

Tms second period is one of rising prices, but a glance at 
th {3 curve vill show that the rise was not continuous. 
According to Sauerbeck's figures the chief advance comes 
])etweeii 184S and 1854, after which prices were stationaiy 
for more than a decade and a half, while a second, though 
smaller rise, occurs between 1870 and 1873. The explana- 
tion of the price movements of this period involves a 
discussion of the way in which increasing supplies of gold 
affect prices, and it therefore calls for a rather more 
detailed study than that given in the last chapter. Taking 
1)846 as the starting-point, it will be seen that the wordd's 
ainumi gold production increased between six- and seven- 
fold within seven years, and, though it subsequently 
declined, the annual output — chiefly from Australia an4. 
California—reniamed some seven times as great as tlJb 
jiverage during the preceding period. At first this 
ijicreased output found its way to England, France, and the 
United States, the foMowing table «bowing for these tl^ree 
countries how rapidly gold was coined iti the few yejft‘s 
following the discoveries 


Fbe new 
•kl 
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CnIXAGK OK GOLD IN EnGLANB, FrANCE, AN'B THK 
United Stat’Es. ^ 

% 


\ 

England. 

■ France..-, 

United Statics. 

! 

1 S4S 1 

.. ■ 

£2,452,000 

£1,600,000 

£755,000 

1840 

2,478,000 

1,080,000 

^ 1,800,000 

1850 I 

1,492,000 

4,000,000 

6,400,000 

]s..ii ! 

4,400,000 

9,600,000 

12,523,000 

185*2 

8,742,000 

1,040,000 

11,370,000 

1850 

13,952,000 

13,200,000 

11,043,000 

1S54 

4,152,000 

i 20,480,000 

10,420,000 

1 S5.f'. j 

9,008,000 

! 16, .117, 000 

8,233,000 

1 850 i 

[ 0,002,000 

1 20,334,000 

1 ■ ^ 

6,000,000 


J‘imu td A vtra-tje. 


184.S-40 

2,315,000 

i 

1 1,3-10,000 

! 1,277,500 

lS50~-50 

6,535,428 

j. 12,238,714 

1 9,127,000 

1 


Tlie gold at the outset found its way to the Bank of Eng- 
knilj whose total holding* of bullion rose from «£ 10 , 428,000 
in 1847 to .£ 20 , 587,000 in 1852 , the increase being accom- 
panied by a fall in the rate of discount to £2 ; 3s. per cent. 

^ But it. soon passed on into circulation, the quantity of gold 
in circulation and in the hands of banks other than the Bank 
of England rising, according to the estimate of Mr. William 
<?shuvmareli, from about £ 46 , 000,000 in 1844 to about 
S75, 000,000 in 1850 . After this date the absorption of 
bullion T>y this country seems to have been loss rapifk for 
the flood of gold was diverted from Europe and America. 

Tlsfise Ikairus fin not rDprcRnit '‘new goid'’ atjue, for tho 
l'.y tljc minis In any om year always iucimie a certain nnml'fcr u*’ 
rec'oinages ” ; Imt the f^j’eater part, of the increase must of course be 
attribuied to I’re-sh supplies from Australia and California. 


t' 



U) India, and tlie East — the traditional sink and reservoir 
of the precious metals. But for manj years this country 
continued to import more than she exported, the loreigii 
trade statistics showing that in the fifteen years 185S-73 
inclusive the imports were larger than the exports by 
£.r>(i,i»T5,000, or about £4,445,000 ayear. Of this large sum 
cora|)arativeIy» little appears to have gone into the reserve 
of the Bank of England, and the greater part must have 
been retained in circulation on account of the higher ievei 
of wages and prices, or used by trades which use gold as a 
material of production^ 

We may here consider for a moment the way in which the Its effect 
new gold came to affect prices. When the gold had found 
its way to the reserve of the Bank of England the rate of 
discount fell to nearly 2 per cent, for the accumulation of 
bullion in the hands of the bank meant that the central 
institution had abundant funds to lend to intending 
borrowers; loanable capital became cjieap, and acted as a 
stimulus to trade. But meanwhile another, and, in this 
case, more important influence had been at work,, for the 
gold-mines turned out much larger sums than ever found 
their way into the coffers of the bank. These sums put 
an enormously increased purchasing power into the hands 
of the gold-seekers, most of whom were persons of a very ^ 
modest social standing before they went out to seek their 
fortunes in the goldfields. The first pioneers were soon 
followed by a migration of all sorts and conditions of mei?, 
some of whom actually worked in goldfields, while othei^ 
gained a livelihood by supplying the various needs of the 
gold-diggers. These growing communities having in their 

bands the means of l3ayiiig for commodities, and desi$-ing 

* » 

^ See Apx^endix B on the proportion of tho world*s gold which is 
used in the arts. i 
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the kifiil of goods which Europe (and England iu particular) 
was al>le to supply, created a demand for niaiiufactiirecl 
coiiinidilitieSj which gave a direct fillip to trade at home. 
The boom thus originated was assisted in its course by the 
largo a.inount of bullion iiowing into the count ry. Other 
ijiliiiences then occurred to help the rise of pricf3S. The 
sacct^eding years were disturbed by the Crij^iean Wai* and 
later by the Lidiao Mutintg both of whicli raised the price 
of all eoinniodities used in war. From 1853 to 1856 the 
hai’vests were deficient, and prices of food and ra-w materials 
SO liiu/nthat large quantities of currency were retpiired 
to ii:i,y for them: lifially, large numbers of new enterprises 
Avere started, under the stiirinlus of al;>unda?it loanable caj>ifca.] 
and aa optimistic spirit of expanding trade. 'Under sucli 
a conibinaUon of circumstance>s Tooke and Newmarch 
considered that a crisi.s might have been expected any 
time after 1853, but that it was postponed by the arrival 
of, gold. It .came eventually, however, in 1857,: and the 
iipwaird movement of prices and the absorption of gold by 
this country ceased for the time being. It is to be observed, 
however, that when the «slump came, pricses did not fall to 
their old level, and large c|uantities of the iiew^ gold 
ren.iained in circulation. 

A secondary effect of the migration to tlie goldlicdds may 
be noted here as halving had some effect upon prices. In 
Am(3riea, many persons who had recently settled on the land 
tempted away to California in the hope of rmikiiig 
Hugo lurtniies. Bo great was the excitement that crops ivorc 
some, times left standing in the fields for want of hd)oon 
while lane! was allowed to go out of cnltivation. As this 
to production oemirred just at the time vdjou Euj’opcb 
d^tnand for cercjtlls and raw material was increasing, it ufded 
as yet, a-nothei: spur to the upward movement of piices. 
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Bill before we eonie to tlie general influences affecting Expansitin 
the [irodiictJoii of commodities, reference must be made to 
tlic growth of credit currency in England. In 1858 tlic 
provisions of the Limited Liability '.Acts of the pu’evioiis ■ 
year were extended to Banking Corporations, which had 
ojigiiially been excluded from its scope. This change 
Tuar'kcd a stj^gc in the rapid and eontinnoiis growth, of 
Joint-stock lianking in England, which had begun with tlie 
1'ou.iidiitiori of the London and. Westminster Bank in 1833. 

ThfU’c 0!‘f3 no statistics available for estimating the extent ^ 
of tliis growth or tlie addition which the banks made to 
tlic circulating mediuiii ; but there is little doubt that these 
ii'is'ti tilt-ions grew in importance at a verjT- rapid rate- in the. 

^fifties, and perhaps even more rapidly in the ’sixties, when 
new enterprises of all kinds were being started ; for such ' 
iiiKlertaki.iigs created a demand for hanking facilities and 
for "iii-eaiis of obtaining capital.- These needs were partly ■ 
met. by tlie banks and partly tiy .financial houses dealing in 
trade a,ni.i coiiiinercial bills. The latter institutions played 
an important part in the boom which succeeded the passing 
of the Companies Act. of 1861, -auclithough the whole system ' 
received a severe shock from the crisis which followed the 
failure of the famous bill-brokers, Overend Gurney & Co., 

.ill, 18 66,. the effect of these five years was -to familiarise, the . . .. 
public more generally -with the use of credit instruments, 
and. to spread such media of exchange into new and iin- 
woiit( 3 cl uses. These developments all helped to swell th# 
total c.rirreney in the country. 

As ,reg?’irds tlie general conditions of production, it has BapM 
been mcnlioncd tha-t the initial effect of the new gold was 
to sliiniihite an increased produci«on of maniifactnrcj-i. oFweullh 
Tin's influence came at a favourable momeht, for prices cW andabrlaU 
raw materials had fallen to a low level, while the reductions 


E 
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of the tariff by Peel in 1842 and 1844 were carried a stage 
furtlier by Gladstone, who in 1853 swe])t away the hA: of 
the duties on raw material. In the ’sixties the cxpiiiision 
of trade was greatly assisted by the passing of the Coriipaiiy 
Act of ISGl, which simplified the nietliod of floating Joint- 
stock companies. Incorporation was in future to 1?e 
(d)tainecl by a certificate from the registrar of joint-stock 
companies, which wmnld be granted to any sereii persons 
who coni])lied with the regulations and fiiniislied eeriain 
necessary details as to the object, capital, and officei’s of the 
company. This Act, which superseded the niucti more 
ciiiubersonie metiiod of incorporation by Act of Pnidiument, 
was followed by a great outburst of €om})auy promotion ; 
not only .were new concerns floated, but there .began a 
niovomeiit for the conversion of pilvato concerns into joint- 
stock companies, which has continued right up to tin? 
present day. The joint-stock principle had formerly been 
practically applied only in the cases of banlving, railway 
and insurance companies, and those concerned with foreign 
trade. With the passing of this Act, the principle was 
extended to almost ail bp^nches of industry and commerce. 
Transport facilities, which had been in their infancy in the 
first half of the century, also made enormous strides. The 
size of ocean steamers began to increase rapidly, and iron 
siiips began to displace wooden ones, botli in tlio uaAy arid 
m the mercantile marine, the climax beiiig reached with 
it he Iniilding of the ill-fated Gretd- Easfirti in 1S58. 
^improvements in the arts of manufacture at Iioine "were 
thus accompanied by improvements in transport, wirieli 
opi'ucd. 11]) new territory in all parts of the world, muI 
thjis increased the ivqjrld’s avaihi 1 ) 1<4 supply of agricultiii'a] 
products. The* figures of production in Appendix E also 
shrtw hoAv rapidly the output of coal and iron increaserl 
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(iuring this period, which may well be regarded as the 
>jnmns oi the “Iron Age.” A landmark in the 
nKiu.tind history of the period is the introduction' of the 

jjcsseroer process of steel smeitiog in 1859. 

A most important influence in the opposite direction though 
wa. tfm fact of numerous great wars during the ’fifties and 
s,x..ies wh,c]i not merely kept men from productive SoyeT 
•ouipations but actually caused a considerable destruction 
or property. “The wars had taken men away from the 
noiivsiiops, luid killed some, and unfitted others for their 

of wnii 7 ! “dustries to supply the materials 

o.r are and had destroyed vast quantities 

01 all kinds. A^hen it is remembered that the period 
mclndes among others the Crimean, Austro -Prussian 

Europe, and 

in V-‘fh campaigns of Eapoleon III. 

-n Noith America, it is obvious that war was an important 

consideration during these tw*enty-five years 

of 

nirmcv/for tl.„ ii a h.'k inTe " S'i 

nriees wl.P.h . upward movement of cumney. 

c., flinch n as not renewed until the boom of the earlv 

-venties The cotton trade rvas a notable except! n h 

-"d 1866 .h. .4».rica„ 'civ?4: 

^ u^iiFLancashire s source of material, and raw cotton rose * 
prices.^ Great distress yras thereby caused in the 
conm, tofl-ns ot the North, and though the continued 

Vi? 7^" cotton-growing in India and other 

- u.:nes the emergency supplies from such sources fl-ore 
inadequate to make good the deficiency. The cotton 
amnm naturally had an eflcct on th<i demand for all textile 


52 


STUDY Ot P.RICES 


t’lU 


Booiij of 
lS70-7i. 


materials which could be used as substitutes, and the price 
uf wool and ilax rose rapidly. But as soon as the war was 
ended, prices fell again almost as rapidly as they had risen, 
though not quite to their old level 

Between 1869 and 1874 the boom in trade carried prices 
up to a level which had not been reached for fifty yer.rs. 
Tiiis boom constituted a period of most extixiorclinary and 
almost universal inflation of credit and business as well 
01 prices, which has been variously attributed to excessi\'e 
spccnlation, to excessive and injudicious eoiistruction of 
railr<}ads in the United States of Amej*ica, Central Euro})e, 
amd Russia, to the opening of the Suez Canal, and to the 
Franco-German War. A quotation from the London 
Bnftdir.r of February 1873 will illustrate the etlect on one 
of the inclostries most concerned : — ' 

^'Tho progress of events during 1872 will not soon be 
forgotten by engineers. The position assumed by the 
working-classes, and ^ the unprecedented demand for iron 
anil machinery, combined to raise the cost of all the 
principal materials of construction to a point absolutely 
without parallel, if we bear in mind that the advance of 
prices was not localised, but uni versa], and that the duration 
of the rise was not limited to a few weeks or months, but, 
haviiig extended already over a period of some months, 
shows little sign at this moment of any sensible abate- 
ment.” 

In Germany the payment of the war indeuiniiy ]>y 
l^rance pi’oduced such an abundance of capital that all 
}i]ianner of new industrial and financial undertakings were 
projected, and hundreds an<l thousands of men and women 
wc*’e induced to desert agriculture mml seek employment 
in tra^les. Similar evidences of unbounded activity 
^ 8ec alfio David A. Wells, Econmnic Ch'inges^ i. 
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appeared }u the United States until the crisis %?hich besan 
in September 1873. We are not concerned, however, with 
the tiistorj of this unprecedented and world-wide* boom 
except to indicate that this period of currency expansion 
iiiif rising prices closes with an enormous increase in the 
eWorld’s productivity. ' ' ’ 

^ the. changes of particular commodities over Relative 

I iio wno e period, we may make a classification of the articles 
iiiclu.Iod in Saiiei-bock’s index number on the same principle 
as that aaopted in tlie preceding chapter :~ 

Axalisis op the Rise ix Piuces between 1846-50 .ind 1871-75. 

(Average rises 25 per cent.) 


Articles wliich rose 
less li-an the Avera<?c. 


Articles which .rose Articles wliich rose 

about the A\ erag-e. more than the Average. 


! Rice . 

I Sugar. 

I Timber 
j M.aize. 
j Flour.. 

' Cop]rn’ 

I Potatoef 
I Tallow 
j Rltrate 
J Flax . 

I Wlieat 
i Fork . 

' i-iil . 
j Hemp 


per cent 

■ (-12) Juto , 

( ~ 7) Linseed 

• U 6) I Lead . 

■ ! - 4) j Oats . 

• ( - 3) Tea . 

(nnchangoJ) Bacon 


■ 1) , 

I Barley 

( + 4) 

Iron bars , 

• (-f 4) 

; : ( '^4. K ] 


• ( 4- G) 


. i-rlO) 


. (wlOj 


. (-fl2) 



per cent 


. (-120) 

■liluttoil 

. ( + 22) 

-Butter 

• ( + 2?) 

Silk . 

• ( + 24) 

Tin . 

. ( + 25) 

1 Cotton 

■ 4 + 25) 

Beef . 

• ( + 25) 

Pig-iron 

( + 30) 

Leatlier 

Wool 

, 

Hides 

Indigo 

Coal. 

Coffee 


per cent 
(+ 34) 
(+ 40) 
(+ 40) 
(+ 46) 
(-1 52) 

( + 55) 
(+ 60) 
(+ 66 ) 
(+ 70) 
{+ 75) 

( - 1 - 86 ) 
l-flOO) , 
( + 100) 


This analy.ris of relative price changes shows that only 
I'o conimoditie.s actually fell between the two periods in 
(Iiicstion, while a siScth-copper^remained unchanged, 
mieat as a result of the repeal of the Corn Laws and ‘of 
the extension oi transiiort facilities noted above, is found 
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aiiioiigtlie commodities which rose less than the average.^ 
As regards the commodities which tended to raise the index- 
number during this period, no less than six were animal 
products. This tendency for animal produce to remain 
above t!ie general level of prices is due to the fact that 

■ ^ Note on. Wteat Priees. fmn I8W to 1875. -—It lias sometimes been 
jiotJced Vvith surprise tliat the general level of corn jirices did not fall 
lu the two decades succeeding the Itepeal of the Corn Lnivs in iS-lo : 
Mtnl'istics of Britisli wheat, iii fact, show tljat though tlie price of corn 
■lin-’-tuated very coiisiflerahlv at certain times between 1820 and lS7-i, it 
js Jiot obvious tliat tlie general level fell to any very appreciaJile extent, 
d'ijc average for tlie 2t» years 1 820-4:6 is, indeed, higher thnn tite 
average for 1846-74, for there are more low-price years in the latter 
than in the former. But the fall is not so marked as might have 
U]»pose(i, considering the stringency of the Corn Law, 

On this poinr, however, the preceding chapters tlirow some light, and 
two paints may be made in this connection. In the Urst place, though 
t.lie }>rice of wheat diil not actually rise in the period ptreceding the 
jh;])eul, prices rcmaimnl steady in a period of falling prices. In other 
words, the relative value of wheat rose. On the other hand, in the second 
period, prices iii general rose, whereas prices of wheat i-emaiued stationary 
or actually fell i in other 'ivords, the relative average of wheat fell. 

In the second place, the importance of the Repeal is shown by the 
fact that though consumption increased enormously p»rices did not rise. 
Following Porter’s assiimpfion of a consumption of 6 bushels per head 
ihroughout, the average yearly consumption of the country would appear 
have increased from 11,800,000 quarters in the decade 1821-30 to 
1 4,000,000 quarters in 1841-45, and 20,200,000 quarters in 1871-75. Thus, 
the increase of consumption wa^very great in the period succeeding the 
Repeal, even on this optimistic assumption, and it is almost eertedn that the 
consumption per head must have risen throughout this period. But the 
home supply could never have met the growiiig demand which came as 
the result of better wages and increasing population and the rise, in the 
standard of living, and that therefore if the Repeal liad not taken place 
in IS-15, the juice of wheat must have risen much faster than other iiriccs 
during tlie pieriod of rising prices. The tremendous pressure of the 
demand upon the scanty wdmat resources of this country in tlie early part 
np*ihe century is shown by the high relative value of wlieat compared witli 
l-irrley ami oats in, say, the ’twenties, compared witli the relative value oi’ 
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tliere is a limit to the number of cattle, sheep, etc., that 
{Hiiy be profital}iy reared on a given area, unless the methods 
or farmiog are radically changed ; and in any case such 
eliaiiges take time. The opening up of new catth)- 
raising, territory may, of course, add considerably to the 
.sri|)ply, but before it is possible to extend the limits from 
cattle^niay profitably be brought to market, greater 
fiicibrics for quick transport are required than were available 
in iSTO. , [In til about 1880 ibis difficulty in adding to the 
siij'tply of uninial products kept such commodities from 
fulling fast in periods of falling prices; while, when prices 
wore advancing, animal products rose faster thiiii the 
average. 

As to the other commodities which tended during the 
period to raise prices, pig-iron and coal have already been 
I'eferred to above. The boom of 1871-74 was primarily an 
iron, steel, and coal-trade boom, for the stimulus to pro- 
duction which was imparted by the development of the 
■'fifties and ''sixties cliiefiy took the 'form of a demand for 
railways raid ships. The price of cotton, wffiich is also in 
this group, had not yet fallen, to its old level after the 
American Civil War, while in the case of tin and indigo 
tiie upward movement indicates a big extension of the 
demand for commodities whose supply W’as not capable of 
immediate expansion. : ' . ^ , .■ f 

(Summing up the effects of the new gold, Tooke and 
Aewmareh write that the discoveries were not merely tojje 
rcgardeil as a change in the amount of the circulati:?g 
liii'ilium, but that, the ultimate results are to be looked for 
rmJicr in tfic increase of productivity -which these dis- 
coveries stinuilatcd., “It is mani|est,” they say, “that the 
reel ami vital changes which have tnaken place are^ an 
addition to the real Avealth of the Avorld by means of 


Pig-iron 
and coal. 


Cotton. 


Till, indigo. 


Effect of 
new gold 
in 41 f ties 
wsxs to 
rtti inn late 
industry. 
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greater production and active enterprise, and that the 
Clements of circulation and price have so far not been 
ultimate- results, but inferior and intermediate ac^eneies 

employed.” The gold itself, they say, is not an enfoyable 

commodity, except in so far as it is used in the arts, but 
inoy quote with approval Adam Smith’s analogy between 
tile circulating medium and roads or other means of 
comimin, cation. Such products of civilisatfon are not 
vahiaom for their own sake, but the building of hiehwavs 
and railways ultimately leads to an increase k the world’s 
wealth because of the facilities for production which they 
ciicour.ago; It ,s the same with any improved circulating 
mediiiiu which IS, as it were, a highway to commerce! 
lius analogy contains an element of truth, for that 
country is severely handicapped whose currency is in an 
n^atismctory condition, is discredited, or is unstable in 

r-ithw ®«“'«»Jating medium depends 

i.ithei 01 rprahty than on q"uantity, and an increase of 

cauency beyond the requirements of trade produces a 

cjange m the value of the standard which may briiio- 
serious evils m its train. ° 

Finally there remains the question of dfetribution during 
this period of rising prices. According to Mr. Bowie j! 


^ccoraiDg to Mr. Bowlev 

wages between 1852 and 1870 were risin- fa,t -nid 

f g” >«0-« »» .till .nor. ,n„5ir 

n ““ *“ “• 

iiittL are available, and it even appears that durin- the 
gftater jiart of the period the rise in wages outran th! ri=e 
1.1 pneos, so that on the whole there was an increase in the 
I'ur has rig power of the earnings of the working-clas.se. 

A reference to the abevo analysis of commodities m'o're 
ov«. shows that food products, with the exception o’f meat 
and butter, are to be found among those whose price was 
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stationary or rising only a little ; whereas the rapidly 
rising commodities, such as coal, iron, cotton, indigo, and 
tin, are, with the exception of coal, all materials used 
mainly in the earlier stages of production, and have a 
comparatively indirect efiect upon the purchasing power of 
the working-classes. Thus the relative price changes of the 
period, thanks^ largely to the removal of the last vestiges of 
the tariff and the abolition of all restrictions on transport, 
were in favour of the consuming classes of the coiinti^v. At 
the same time the brisk demand abroad for British products, 
and especially for iron and steel manufactures, raised the 
price of these commodities and produced a rapid advance 
of w^ages. While the popnlation of England and Wales 
rose from 18 millions in 1851 to 20 millions in 1861 (a rise 
of 11 per cent in the decade), and 22| millions in 1871 (a 
rise of i3| per cent), the total wages-bill of the nation, as 
estimated by Mr Bowley (Apj^endix E), rose between 1861 
and 1871 from 300 to 390 millions (39 per cent), reaching 
485 millions two years later. 

With the price of food remaining almost unchanged, CoDsump- 
this rapid increase in the wages*- bill of the nation left otheiMndi- 
a considerable margin available for other expenditure, cations of 
Savings-banks deposits increased at a great rate, the staiXrdof 
consumption per head of tea, sugar, and other common 
commodities rapidly rose, while the great working-class 
friendly and benefit societies and the National Trade 
Unions, formed on the model of the Engineers^ Society* 
steadil}" gre'w in strength and built up large reserves from 
the weekly contributions of their members. The Factory 
and Mines Legislation, which had marked the closing years 
of the preceding peilod, meanwlifle had the efiect *of 
modifying the competition of cheap unskilled labom^. 

Thus the expansion of trade now offered the working- 
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classes an opportunity of raising tiieii’ standard of life^ tijf* 
legislation of tlie period being favourable to this end, 
insteai! of being in the interests of a single class, as ijad 
been tbe case in the first lialf of the century. The 
workers were thus in a much more fa’^xnirable bragaiiriiig 
jMOsition than before, and succeeded in obtaining a con- 
sidorable share of the increasing prodiij^tivity of tlie 
nation. 

It is true that other classes shared this prosperity to a,ii 
equal or perliaps greater extent, for though it is difiiciili to 
make a direct comparison between wages and profits iit so 
remote a date as 1860, Mr. Bowicy’s cahnilaticai, Cj noted, 
below on p, 154, indicates that profits rose, faster lictvveeii. 
1800 and 1874 than the- total wages-bilL' This result 
might indeed have been expiccted, for prohts iu the earl}- 
\soventies were exceeding!}" liigh, espeeia.|]y in the iron 
and rsteel and transport trades. J7evertheless, the coiiditioii 
of the working-classes improved more rapidly than ever 
]]fefore during these years ; and it cannot therefore be. said 
that a period of rising prices is necessarily always ]>afl for 
employees, for when it ifT accompanied by a groat increase 
in the productive power of industry, there will S(>oner 
or later be a diffusion of these ])eriefits among all ranlvs 
of society. It has already been seen, however, tlmt the 
increase in productivity was the real source of benefit, and 
that this industidal advance cannot be entirely or own 
flu airily attributed to the gold discoveiles. Eathcr miist we 
*look to the liberation of commerce and iiuliisfcry by the 
tariff reform of the period ; to the progress of science, 
and espeadally of metallurgical science ; to tlie exten^don of 
th^". uses of machinery, <ind to the detelopment of transport. 
The gold discoveries are only responsible for tlio luitlai 
stimulus to this industrial development. 
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BIBLIOGEAPHICAL NOTE. 

Tooke and NewmareL, Ilisioiy of Prices, vol. vl, discuss in detail 
the operation of the gold discoveries on prices, and the distribution of 
the new gold among the various countries of the world. The statistical 
measaremeiit of the changes of the period are discussed in several of 
tha essays in Jevons’s Investigations in Currency and Finance (see 
especially Essay.^ hi. and iv.). An account of the material progress 
of the workiijg'classes is given in an essay by Sir Robert^ Giflen 
Economic Enquiries and Studies, vol. i. p. 3S2 et sea. See also some of 
tlic Essays in Political Economy, by J. E. Cairnes, w^bicb contain an 
excellent discaission of the way in which new gold atlects diflcreiit 
ooriuiiodity prices in various countries, 
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PRICES FALLING 

In this period, as our diagram clearly shows, prices fell 
very rapidly, declining, in fact, by some 40 per cent. The 
curve is broken in 1880, and again in 1889-91, but these 
temporary changes in its general direction need not detain 
us. Forty per cent in less tlian three decades is a much 
more rapid decline than that which occuiTed even in tlie 
first half of the century. Indeed, Mr. David Wells declared 
in 1889 that “the recent fall in the prices of the great 
staple commodities of the world has been in extent and 
character without precedent in the workFs history/’ So 
great an alteration in values obviously involved enoiiomic 
disturbance ; the more so, as certain things fell much more 
rapidly than others, and thus altered relative prices. The 
change of level was accompjanied ]jy numerous signs of 
"^induBtrial, commercial, and agricultural depression, oi 
which the fall in prices was generally regarded as i\w 
inline cause. Sir Hohert Giffen stated, for example, in an 
article in the Goniemporanj Eeview*,m 1885, that “it is 
dearly unnecessary to assign any other cause for the gloom 
of the last year or two. . . . The change is more like a 
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revolution in prices tlian anything which usually happens 
in iiii ordinary cycle of prosperity and depression in trade. 

The aecompaiijdng commercial depression was as |’eneral 
as the boom which preceded it, and naturally all sorts of 
reasons were put forward by way of explanation. In the Alleged 
investigations by the United States Commissions the causes 
suggested by ^witnesses are classified under 180 heads, 
wlriie the opinions expressed before British Commissions 
were almost as divergent. ‘"Nearly all investigators, 
writes Mr. Wells, “are agreed that the long continued 
and -widespread depression of business is referable not 
to one but to a variety of causes . . . and among such 
causes the following are generally regarded as having 
been especially potential: ‘over production/ ‘the scarcity 
and appreciation of gold/ or ‘the depreciation of silver 
through its demonetisation,’ ‘restrictions of the free course 
of commerce ’ through protective tariffs on the one hand, 
and excessive and unnatural cdmpetition caused by excessive 
foreign imports, contingent on the absence of ‘ fair ’ trade 
or protection on the other ; heavy national losses, occasioned 
by destructive wars, especially tl^ Franco -Prussian War ; 
the continuation of excessive war expenditure : the failure 
of crops : the unproductiveness of foreign loans and invest- 
ments ; excessive speculation and reaction from great 
inflations; strikes and inteiTuption of production conse- 
quent on trades unions and other organisations of labour ; 
the concentration of capital in few hands, and a conseque»t 
antagonising influence, to the equitable diffusion of w^ealth? 
excessive expenditures for alcoholic beverages, and «a general 
improvidence of the v’crking-classes. A Dutch Committee 
in 1886 found an isoportant cause in the low price of 
Cerman vinegar'. In Germany in 1886-88 the continuance 
of trade depression has been assigned in a great measure 
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to tlie ‘inilammable condition of international aiiairs ' and 
to ‘looming war’; although the great decline in the price 
of beefroot sugar, and the ‘immigration of Polish dews’ 
are also cited as having been iniiiiential.” 

The points mentioned in this catalogue are of very 
varying importance, influences ol a temporary or local 
character being placed side by side with those which ar<,‘ 
more }>errnancnt in their effect, and it is evidient that it 
would be out of place to enter into a discussion of them in 
<letail ; but tliej" have been quoted here a,s illustrating the 
widespread interest which was aroused in the matter 
iluring these years of declining prices. 

Following tins method of the previous chapters, some of 
the more important monetary and productive changes of 
the period will now be briefly sketched. 

In the first place, tliese years savr' a very great increase 
in the demand for gold. Immediately after the Franco- 
Prussian War, GermrAiiy determined to establish lier 
currency on a gold basis, and a law to this effect was 
issued in December 1871. The gold standard was not 
actually introduced untib 1873, but considerable importa- 
tions of the precious metal took ])lace immediately. In 
1873 the total actually reached 55-t million pounds sterling. 
Secondly, the United States began to draw gold from 
Europe in 1878. A law had been passed which was to 
come iiito force the following year making the inconvcrtilde 
Government bank-notes, w-hich had been issued during the 
*\h?il War, convertible into gold at the United ^States 
’Trey SUIT. This resumption was followed by a very ]n.rge 
exiensiim of the use of gold, and a. country whicli had 
formerly been one of tjse cdiief sourrws of supply lie.gan to 
irabsorb some of the world’s gold, lliis is cleai’ly >lKUvn 
in the following table, %vhich compares the balance of gold 
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imports and exports from 1868 onwards. In tlie first ten 
years of this talde the Iliii ted States added large sinus to 
the world’s supply. But from 18T7 to 1887 she becjisrae an 

importer 


.Baeange' OP U.S. A. Impoets and Expoets op Gold. 

f -f == balaoce of imports. 

• t — balance of expoi’ts. 



A vei-age Au ■» ua I , 

till c» 

Total lial.'iiicf. 

I8,6$--72' 
1:873-77' 
187.S-S2 . 

" : lSSS-87 ' i 
, 188-8-92 '1 

- £8,350,000 

- 3,780,000 

-f 7,180,000 j 

■f 2,040,000 1 

- 6,380,000 

- £4.1,750,000 

- 18,000,000 
+ 35,900,000 
-1- 10,200,000 
-- 31,900,000 


■Even Tfiore striking are the statistics showing the 
increased circulation of gold *and gold certificates,^ which, 
rose from 25 million pounds sterling in 1879 to 101 

iiiillioris sterling in 1890, 

Large, tlioiigh less . important demands also arose from 
other European countries’ and from India. The importance 
,of these changes can hardly be 'over-estimated ; for whereas 
h'Ly . years before the greater- part of the w^orld’s commerce 
liiid lieen done on a silver basis, by the end of this period 
gold had' becoine the standard' of value in all the most 
iiiiportarit coinrnercial coiintries. , ' • 

Meanwhile, it is evident from the chart of the w^orld’s^ 
gold ■, tlierexvas,. a falling off m the supply 

’ GgM Gi‘5i.I1u‘a.lcs GTe iiotps issued acainst an eqnivnlent ainoiint of ;rold 
iO’-i in 11u‘ '.rvGusnry. *They are, tliereigre, not to be classed as pa))er 
siioijoy, wliieli ecfuioniises the use of gold, but simplv .save earryinn ffiwiit 
tht* anaiititv of gold noin. An increase of gold eertilicatos in circulation 
iiivoives ail exa,(;i;ly pro|.)ortionate increase in the Treasury reserve. 
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from the mines. Compared with the annua! early pro- 
duction of ^£275815,000 in 1851-55 and £27,207,000 in 
1866-7D, the production in 1881-85 only amounted to 
£20,805,000 — a fall of about 35 per cent. Thus the ainount 
of new gold t^hich came into the world’s market fell very 
Tiipidly at the time when a large and increased demand was 
arising from various sources. The supply of gold from the 
111 i lies is, of course, in any one year only a small part of the 
world’s available stock, and it is not necessary that tlic new” 
S!i])ply should be maintained at a high rate in ordinary 
times. Put at times w-hen gold is being put to new uses, 
if prices are to be kept up, the gold supply, taken in con- 
junction with the paper currency and credit money wdd<‘h 
may be built upon it, must expand in proportion to the 
work it has to do. Gold production in the ’seventies began 
to dw'indle just when the now requirements arose. 

The general shortage affected the various countries in 
diiTcrent ways. It has already been seen that Great 
Britain had importe*d large quantities of bullion in the 
decades preceding 1870; but in too succeeding twenty years, 
in spite of the growth «f population and trade and the 
development of banking, imports only exceeded exports 
by £25,7.10,000, or £1,285,500 a year. This sum had not 
only to cover the requirements of a steadily increasing 
volume of tirade, l:»iit had also to make good ivear and tear 
of the existing coinage, ami to provide material for those 
t«*ades which use gold for productive piirposes. During the 
Vliole of this period the reserve held in the coffers of tlic 
Ilutk of England showed no increase rit all— a sbrnm c^m- 
trust to wiiafc happened in the cases of the Eoichsbaiik, the 
Bank of Prance, and J/he United biltates Treasury, all of 
w^iicb increased'" their bullion Iioldings in connecti<3u with 
the establishment of their currencies on a gold basis, or 
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in ordc!' to sti'engthen the foundations of their respective 
credit systems J 

.During the same years the deposits of joint - stock Credit 
hanks in England showed a threefold increase from 133-| 
millions sterling to oOOJ millions, and though some of this 
increase is to be explained by the absorption of private 
l>y joint-stock banks, the figures are large .enough to " 
imlicate a considerable addition to the possible credit 
circulation. This period, in fact, witnessed tlie most ra|)id 
expansion in British joint-vStock banking history, in spite 
of tlio shock administered to the 'wliole system by the 
Ghisgow Bank faiiiiro of 1879. Deposits of German banks 
also increased greatly during the period, but the total was 
a much smaller one than in this country, and a correspond- 
ing growth in German banking statistics must be looked 
for at a rather more recent date. American banking also 
increased rapidD, Imt not nearly so fast as the gold 
curreiicy circulation of the country, which to a considerable 
extent even displaced bank-notes in circulation. It thus 
appears that Great Britain substituted credit instruments 
for gold to a greater extent than otter commercial countries.^ 

On the whole, though there was this expansion of bank- 
ing, especially in the United Kingdom, its influence -was 

^ TIjjk re.'.iiJt is attributable to tbe fiict that tlic Bank of England is the 
only open market lor gold in the world. For whereas the Bank of France, ^ 
the Reiehsbauk, and the United States Treasury all employ means for hold- 
ing on to their Inillion reserves when thei’e is a shortage of gold in the 
jfniiktd, the Bank of England reserve can ahvaj^’s be drawn upon to any 
e.vteni.—its only protection being the raising of its i*ate of diseoiint. Tlie^ 
atlvant,ages to the, eornmereial world of the open market policy jire, how- ^ 
ever, so great thjit its expeelicney has never seriously been called in 
qut*stion. 

*■ Tlii.« fact niijile it very dilHcnlt at times for the Bank of England to 
hiild on to the comparatively slender store which it held. Time alter time 
the hhi/urmisf (JommerrJal M'hto7V/ of the yt#r records that the central 
iiK-ditutinn had hjst control of the market, which luac^ been hooded with 
lirjating capital, and l.ieing nnable to make its discount rate elfective, had 
lost some of its gold. 
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quite OTersliadowed by the a])sorption of gold by France^ 
Germany, the United States, and India, the last-named 
country having continued to exhibit a capacity for 
swallowing up almost unlimited quantities both of go]<i 
and of silver. In all these countries, in spite of expand- 
ing commerce, credit money still played a comparatively 
unini]>ortant part. 

It has frequently been argued that the low rate of 
interest which prevailed, together vdth the fact tliat the 
combined bullion reserves of the leading countries of the 
world increased during these years, are signs tluit there 
was no lack of gold, and that tlic fall of prices must l)e 
attributed to other than monetary causes. But it is quite 
possible for capital as a whole to be so abundant tiiat the 
general rate of interest is very low, though, there may be 
actually at the same time a comparatively small supply of 
currency. Under such conditions profits are depressed, 
but a large volume of business wnil probably be done at low 
prices ; and while the abundance of capital continually adds 
to the productivity of industry, the absence of purchasing 
power in consumers’ haF.ds means that producers compete 
with one another to sell their goods, lower their prices, and 
talk of the volume of production being in excess of the 
world’s demand. Thus a low rate of interest is not 
necessarily incompatible with a relative shortage of the 
precious metal. ^ 

^ Moreover, the annual addition to the world’s gold, 
which was threefold greater in the ’eighties than it 
had been before the gold discoveries, and the fiwi that 
bullion reserves increased during the period, are m)i con- 

/ K’hc test of the sulFuTOncy or otherwfee of tlie gold su|)|)ly is fh(? 
relfil ive levels of the bank rate of discount aiul llic gaaieral rate of lidi'rtisf 
ou loanable capital over long periods. Both way be low, btd, if the 
former is consistently above the latter it indicates a shortage of gold. 
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elusive until it is known whether there was not a greater 
increase in the number of business transactions. It will, 
moreover, ]>e seen later that a feature of the peiiod was the 
increase in commodities from distant lands. Trade of such Onnmey 
;i kind involves a much greater use of currency than tra,dc 
in goods which are consumed near the place of origin, for transae- 
every time a ^commodity changes hands metallic currency 
or a credit <k>cnment of some kind must ])0 given in 
exchange, and. goods on their way from a distant farm 
in, say, Australia change hands a number of times on 
their way to market. Thus as ]>usiness became more 
world-wide, tiie number of business transactions increased 
much more rapidly than the actual ejuantity of commodities. 

There was indeed no absolute shortage of gold in the 
'seventies or 'eighties, for a large output was added every 
year to the supplies on the market; but prices, as has been 
shown in Chapter JY., are determined not h}’’ the absolute 
amount of currency but by the*relative quantity of currency, 
as compared with the volume of trade which it has to do. 

Turning to production, it appears that during the Produe- 
'seventies, 'eighties, and early 'mneties the expansion in relative^ 
the world's output of all kinds of commodities far outran prices, 
that of any previous period in history. While the New 
Y^orld began to flood European markets with food products ^ 
and raw materials, the arts of production made enormous 
strides ; manufactures were, moreover, stimulated in both 
Germany and the United States by the opening up in botfe 
countries of new sources of iron and coal — a development" 
wliich made these countries more industrially independent 
of Great Britain than thej^ had previously been. But 
before referring to t]«se changes in further detail it will 
be helpful to make here an analysis of commodities on the 
method previously adopted. 
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C3H. 

Tablk wiJowiiNa Relative OirA:N’GEs in C-ommodities between 
1S71-75 AND lS9-i-9S. 


(Average fell 40 pf3r cent.) 


Articles wliicli. fell more 
tliaji tlie Avei’age. 

Articles whicli fell to 
about tbe same exteiit as 
the Average. 

■ - 

i 

■Arlieip.s fell Ics.s 

than the Average. | 

" 1 


X>i;r cent 


per cent 

■■■r „ 

per cent 

Sugar.' 

(-58). 

Copper 

(-48) 

Fork . 

. (-38) 

I'eli'oleuiii . 

(-5S) 

Plunr . 

■ (-«) 

Oils . 

. (-83) 

Soda . 

(-31) 

Tiinseed. 

. ■ (-41) 

Hides 

... (-SI); 

Cotton 

(-34) 

Jute . 

. (-41) 

Beef . 

. (-■20)' 

Tea A . 

(-51) 

rieinp 

.(-40) 

Timber 

• (-27) 

Silk . . 

(-5n) 

Indigo 

. (-40) 

Bacon 

. , (-26), 

Wheat 

(*-r>i) 

Flux . 

. (-S9) 

Butter 

. (-25) 

Wool . 

(-bOj 

Potatoes 

• (-39) 

yiiittoii 

• (-25) 

Iron bars . 

(-19) 

Barley 

• (-39) 

Tallow 

. (-24) 

Pig-iron 

{ - 1,'^) 

Oats . 

• (-38) 

Leather 

. (-22) 

Mnke 

(-47) 

Nitrate 

• (-38) 

Cofi'ee 

• (-10) 

Tin . , . 

( - 46) 

Goal . 

■ (-38) 





Lead . ^ 

■ (-37) 





,Rice . 

. (-85) 




The explanation of ^tliese very great reductions in 
wholesale prices will throw considerable light on the 
expansion of the ’world’s production during the period. 
The greatest fall of all is seen to have occurred in the case 
of sugai’, this being primarily due to the grow’-th of tlie beet” 
sugar industry in Europe. Its development was, in the 
xnost important producing countries, eorisciouslj^ hastened, 
^ b}' the policy of the various governments ^rhich gave 
l)onntics to the industry in one form or another. Deet- 
growing was recognised to be a valuable auxiliiiry to the 
usual farm products of the time, amj seemed to afford some 
relief to the prevailing agricultural depression. But the 
international rivalry was carried to an extreme point in 
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t!.ie desire to secure the custom of the open market, with 
the result that prices within the various tariff waHs were 
kept up, while the bounties on exports drove down the 
price in the open market. Thus the bount}^ system, 
superimposed on a rapidly increasing world’s production, 
accounts for the fact that sugar fell 58 per cent in England, 
which was, of course, the greatest free market. 

Itetroleum, which shows an equal fall, is a commodity Petroleum, 
•whose history is bound up wdth that of the Standard Oil 
Trust of America. Without discussing the question how 
far that organisation is responsible for tlie development 
which has occurred, or wdiat p)art transport improvements 
and methods of production respectively pla^'cd in reducing 
the cost of placing oil on the market, it need only be 
pointed out that the oil-fields of the United States, which 
yielded 9,893,786 barrels in 1873, yielded 28,249,597 
barrels in 1887 — a threefold increase. Cotton, maize, and American 
wEeat are all primary crops of the* United States, and 
each of them shows the effect of the enormous expansion 
of territory wdiich was brought within reach of European 
markets by the building of railways in the decade 'which 
follow-ed the Civil War. In Appendix E some statistics 
of United States crops are given side by side with their 
estimated value, which slio^v a stupendous growth in the m 
total amount produced, accompanied by a fall in the value 
per unit. It -will perhaps lielp to put the various elements 
affecting prices in their right proportion when it is pointefi^ 
out that, according to an investigation carried out by 
Iknvors in the state of Minnesota,^ the value of farm crops 
(Ht tihj farnh iu inland states actually rose per unit in the 
twenty years preceding 1895, hut f>wing to the fall in. the 

^ “■nije Pureliasiii,!,^ Penvor of Gold,” report "by J. M. Powers to tlm 
Bureau of Labour, Miuuesota, ISO/. 
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cost of freight to the seahoard, the producers could [>]ac( 
then- produce on board ship at a lou-er price than before 
M'hile retaining a larger sum as their own sliare. This, o; 
course, damaged the position of the seaboanl fanner,- 
rehui-\-e]y to their inland competitors. But though the 
fall in pi-ices on the seaboard was conisiderablc, it was ever 
more severe in Europe, owing to the steady but rapid fall 
ni tho^ cost of carrying grain acro.ss the Atlantic. Thus 
the railway and shipbuilding mania, which had been .so 
large a cause of the Iroorn of 1870-74, became the lead- 
ing factor in producing a subsequent decline of commodity 
prices. 

^ It ^ shouhl he observed, however, that in the ejirly 
eighties wheat from India played almost as important a 
p;irt in hammering down prices as the supplies from the 
New Y Olid. ^ The same country is also responsible for the 
fall in the price of tea, for it was during this period that 
Indian began to .supplant China tea in the English market. 
Between 18/9 and 1888 Indian e.\-i>orts of tea increased 
from 35 million lbs. to 11.3 million lbs., this extraordinary 
development being the ^result of a great investment of 
British capital in Indian tea plantations. A conteniporarj 
observer of these events remarks that “ herein we have 
another striking example of the inability of miskilled 
labour and labour following old processes, even at oxtromolj- 
low wages, to contend against intelligence and machinery 
inasmuch as the English planter in India, by skilful cultiva- 
tion and careful manufacture with nuichiuory, is now able 
to place in Europe a tea of good (jna.lit'V and ercaler 
strength at a jjrioe which the Cliinaman, wiih lii.s old 
methods, producing an inferior article, cannot aflbrd.” 
Colloo meanwhile pursued an erratic course, ami ended 
the century at much hiuher 
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the 'eiglities, this appreciation being attributable to a long 
series of small crops in Brazil, . 

Of ..tlie , other 'commodities in this group, far the, most Pig-iron. 
importa.nt is pig-iron, to which a brief reference has 
ahead}' been made. The increase in production may in 
tliis case be illustrated from the evidence of Sir Lowthian 
Bell, who informed the Eoyal Commission on Trade 
Depression that between 1870 and 1884 the world’s 
production of pig-iron increased 82 per cent. He also 
stated that the efficiency of a ton of pig-iron was greater 
when made into steel than when manufactured as of old 
into puddled iron. For example, a steel ship of 1700 tons 
required 17 per cent less in weight of pig-iron than an 
iron ship of the same dimensions, and was capable of 
doing 7 per cent more tvork Similarl}^ steel rails on 
railways last some years longer than iron ones. Statistics 
of the growth of the iron and steel outputs of Great 
Britain, France, Germany, a*nd the United States show 
that between 1870-74 and 1895-99 the total pig-iron output 
of the four countries rose from 11*6 million tons to 
28*2 million tons, while the stee^ output rose in the same 
years from 1*07 million tons to 18*2 million tons. This 
development of the use of steel very largely displaced the 
old system of puddling, and so rendered obsolete a very 
considerable amount of capital invested in puddling 
fui'naces, and the laboriously acquired skill of many 
thousands of “puddlers.” • 

As regards tin, the 3 mar 1872 marked the opening of’ Tin, 
tin mines in Australia, and though tlie production from 
tha,t source sul;)sequently fell off, Straits tin began to come 
into the market freely. In the eai^Jy ’nineties the demand 
of the tin-plate industry caused an upward swing in the 
price of raw tin, for as the market for that metal is a small 


72 STUDY OF PRICES oil 

one and the supply cannot readily be increased, any 
change in demand quickly raises prices ; but the boom 
was fofiowed by a slump in England, for the miumtacture 
of tin plates was hard hit by the AYilson tariff in America 
in 1893, and as the supply of tin steadily increased the 
price fell away once more. The case of copper only 
differs from that of tin in the fact that the uses of copper 
expajided even more rapidly during the period under 
consideration, and especially so in the later years 03i 
account of the growth of electrical industries. The supjdy, 
nevertheless, increased even more rapidly, Mr. Sauerbeck 
estimating in 1885 that the world’s supply of eop|>er 
had increased 97 per cent in the previous thirteen years. 

Lead fell less than other metals, but it is worili noting 
that tlie supply increased very much through the dis^ 
Govory of new mines, and that the fall was sufficiently 
severe to cause the closing of most of those in England. 
The new lead was, in fact,' found in combination with 
silver, and being produced as a by-product, could be put 
on the market at prices against which British lead mines 
found it impossible to compete. 

The fall in the price of coal, like tliat of iron, is to 
be accounted for by the discovery of large deposits in 
Grcrmany and the United States, the, output of these tliree 
countries having risen from 195*6 million tons i]i 1870-74 to 
’480*3 million tojisin 1895-99. Following a boom in wliich 
mtxl was at famine prices, owing chiefly to the demand ly 
"the iron and steel trades and tlie slji[)ping industry, 
prices miturally fell away in tlie lat.er ’seventies. But 
coal is required for all kinds of uses, and its consumptiuii 
is an esHential of ncarW all induvstrics. As, thej‘efu]’c, the 
Yohiine of tra<fc throughout this period continued to 
increase, it is not surprising tha.t the demand prevonted 
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its market Yalue from falling as much as that of other 
leading iDinerak ■ ^ 

Included in the group of commodities falling at the British 
average rate are a number of agricultural products, which 
fell less rapidly than wheat, as such articles were not very products, 
largely grown in the New World. On the whole, in the 
years succeedmg 1875, British agriculture probably suffered 
more severely than in any other decade in the nineteenth 
century. Seven harvests in nine years below the average 
would be disastrous at any time ; but coming just when 
tlio means of transport were opening up the wheat states 
of America, and driving down the price of wheat in 
relation to other commodities, they produced the acutest 
depression. The purchasing power of the agricultural 
section of the community for the time fell off ; rents had to 
be reduced and labour dismissed and sent townwards. It 
took many years for the British farmer to adapt his 
methods to the new conditiofi of things, but a glance at 
our analysis of prices shows where he found his chief 
relief. Animal products, with the exception of -wool, 
throughout this period had fallal very little, and it was 
not until the 'eighties were well advanced that frozen 
meat from the Antipodes began to bring down prices in 
the English market. The period thus saw a great deal of ^ 
tlie land of England converted from arable cultivation to 
pasture. 

If manufactured commodities could have been include^^ Maimfac- 

in tins price review, they would have shown the effect of 

, . , progress, 

the improvement in the arts of manufacture. But no 

relialile estimate of the increased productivity of maim- 

factiiring industries m a whole cgn be formed, though 

reference may be made to Mr. William Fcfwler’s statement 

in 1886 that “ wages have greatly increased, but the cost 


Otlicv 

coiisulora- 

titans. 


Americaij 
inliuinice 
on prices. 


74 STUDY OF PRICES rn. 

of doing a given amount of work has greatly decreascid, so 
that five men can now do the work which would have 
demanded the labour of eight men in 1850. If this be 
cori'ect the saving of labour is 40 per cent in producijjg 
any given article.’’ ^ On the other band, no such changes 
had occurred in retail occupations, in handicraft industries, 
or in occupations involving personal services, and these 
considerations must modify our estimate of tlie increase in 
the nunil>er of business transactions to be performed by 
the aid of currency. But the statistics previously given 
show that The enlargement of tlio volume of business was 
exceedingly great, during a period when gold was being 
used to perform a much larger proportion of the v'orld’s 
transactions than befoi'e. 

The contrast between this and the preceding }icriod may 
be emphasised by a consideration of the part which was 
played by, let us say, America. It has Ijeen seen that in 
the (leeade 185040 large quantities of gold were placed 
in the hands of the new population in Califojiiia and 
Australia. This gold gave them a command over the 
commodities of the Old World. The discoveries added, in 
fact, to the effective deTuand wdthout adding consumable 
commodities ; but it did add materially to the volume of 
the means of exchange. The decades ] 875-95, on the other 
hand, saw in these countries a great extension of the 
production of consumable commodities, wliicli were ex- 
«4ianged partly against the products of the Old World, Imt 
also pa,rt:ly against gold itself, which was required in these 
new comitries to assist in the process of devoiopmem-,. Fen* 
credit money is rarely used in resettled and growing 
communities, and building ft^f railways and the 

^ of (j old ^ William Fowler, Fellow of Uiavorh-ity O'llrgn. 

Loiiiloii, 1380. ' 
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development of new territory require large quantities of 
bullion. In this second period, therefore, the new countries 
drew on the world’s stock of gold and gave in exchange 
coiisumable commodities, the effect of which was to drive 
down prices of such goods in the world market. 

The period under review was one in which those whose Distribu- 
incomo was derived from fixed interest securities, such as 
Consols and railway de]>entiires, benefited very much 
compared witli those whoso income depended upon profits 
and fell avray as prices dropped.^ The commercial class, 
the professional class in receipt of customaiy fees, wage- 
earners wLose wages did not fluctuate with prices, all 
benefited by the downnvard movement, and even in the 
case of trades where w-ages varied wdth prices, the movement 
of wages lagged behind the fall in the price level. At the 
most acute times of depression unemployment apparently 
rose very much, but, looking at the w^hole period, there 
seems to he no evidence that* employment was less regular 
than in preceding periods. The change in the situation of Eeal 
'wage-earners may be briefly traced by considering Mr. 

Wood^s statistics of real wages,* which takes both prices 
and unemployment into account (see Appendix F). 

Starting in 1875, there is a drop to 1879, then a rise until 
1883, followed by a slight fall the next year. From that ^ 
date there is a rapid rise until 1890, when the real wages 
index number stood at 162, compared to 132 fifteen 
yco,rs earlier. Thereafter there is a slight reaction, hutia 
fi'csh maximum is reached again in 1896. These figures 
refer, for the most part, to those classes of wwkers whose 
wages change most readily, and leave out large classes of 
persons -whoso w-ages* aie huri}^ si^afcionaiy. A glance at 

^ Tiiiw may be seen by contrasting tbe movement of Consols or 
rrdlwjiy debentures witli other securities, Consols having risen steadily 
throiigliout the whole tw’enty-five years. 
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the column of money wages, however, shoves that the 
greater part of the benefit to wage-receivers %vas due to 
the fall in prices rather than to the rise of money wages. 
This is in nuarked contrast to the preceding pjcriod, in 
which, though money wages advanced veiy rapidl}^, real 
wag(33 rose moderately on account of the fact that prices 
were rising. Similar conclusions are arriv| 3 d at Ijv IMr. 
Ilowley, who notices two periods of practically stationary 
money wages, viz, 1879-87 and 1892 - 97 ; but in each of 
ilicse ])eric.Hls ho states that real wages rose owing to 
tli{‘. fall of prices. Even in the period of rapidly falling 
money wages between 1873 and 1879 , the loss was almost 
counter! )a]anced, from the workers^ point of view, ]iy the 
reduction of prices. 

Further, the analysis of relative price changes gi\"en 
above shows that, though animal products are still to be 
found among prices falling less thiiii the average, en'cn they 
fell from 22 to 33 per cent below their price in 187 , 1-75 ; 
while wheat, sugar, and tea are to be found among the com- 
modities that fell more rapidly than the average, each of 
these three commodities laving, in fact, fallen to less than 
one-half the prices of 1871-75. This fall had a marked 
effect on the consumption per head of common articles of 
food, the statistics showing that, wliile meat and flour 
consumption increased fairly steadily, tlio consumption of 
cocoa,, tea, sugar, rice, currants and raisins, and tobacco 
rese at a rapid rate.^ This result seems to indicate 
thu,t at the time now under discussion a large proportion 
of the working-classes were supplied with the most ju'esKing 
necessaries, and that tlie fall in prices left aji increasing 
margin to spend oir'*otilier things at the same time tliat 
these other confmoditievS were becoming cheaper. The 
^ See Appendix F. 
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period thus saw a very rapid advance in tlio standard of 
comfort, an enlarging of the social amenities in the life of 
the poor, and the formation of new hopes and ambitions. 

It was marked at its beginning by the adoption of coin- 
pulsoiy education, and at its close by the appearance of 
the halfpenny press. 

Tliese years were not notable for any very rapid Trade 
expansion of tvhe trade union movement, except in 1889 and 
1890, when a wave of enthusiasm spread over the lower- 
paid grades of the working-classes, and unions sprang up 
ill many casual, scattered, and unskilled occupations. For, 
on the whole, the working-man found that events were 
themselves improving his economic position without any 
effort on his part, and any one who was able to prevent a 
fall in his money wages saw his real wages rising year by 
year. The spread of trade unions was, therefore, for the 
most part confined to certain staple trades, and in particular 
to the coal, iron, and shiphiHlding trades, in which, as a 
result of sliding scales, the fall of pricSs was rapidly driving 
down wages. 

On the other hand, Mr. Bosivley’s figures show that Profits, 
profits rose hardly so fast as the wages-bill of the nation. 

Capital indeed increased very fast, for the expenditure by 
the wealthy had not yet become so lavish as it is to-day, 
and habits of saving produced a superabundance of capital 
in a market where the existing demand was already well 
satisfied. The normal rate of interest, therefore, fell, 
with it the return to floating capital. 

8o far, no reference has been made to the effect of Bimetal 
the demonetisation of silver, or to the arguments of the 
bimetallists, around \’diic]i most of ^ the discussion of prices 
during this period eventufdly centred.# The matter is 
highly complicated, and covers so wide a field that it can 
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only be very briefly touched upon. Two main points 
should, however, be mentioned. 

In the first place, seeing that the fall of general prices 
was due to the fact that the medium of exchiiiige did not 
increase so rapidly as the total transactions to he performed 
by its agency, it is evident that the fall might liave been 
arrested by cjilarging the mediimi of exchange. The 
].>i metallists, therefore, proposed that silver should bo 
added to gold in tlie currencies of the nations, tite two 
metals being employed as a joint Htainlard of raino. In 
countries with a gold standard, token silvc!* coins are, it is 
true, used as cliange and constitute an important part of 
the currency of the country. But tlio fact that a shilliiJg 
does not contain more than 5d. wort)] of silver means that 
its value depends on the authority of the government 
which issues it at the value of one-twontietli part of a 
sovereign. The purchasing power of the latter coin, on 
the other hand, depends cfn the value of the bullion 
contained in it, for under a system of free mintage of gold 
bullion may always be exchanged for sovereigns at the 
mint, while sovereigns caKi always be melted down. But 
silver coins, which are only legal tender for small .sums, 
are only issued to the amount which is required for small 
change. Whatever, therefore, the market value of silver 
may be, the purchasing power of the shilling varies 
according to the purchasing power of gold, and not 
a^jcording to the pui’chasing power of silver bullion. That 
is to say, the metal gold is the sole standard of value. If, 
umler a system of free mintage for l^oth metals, silver 
were declared legal tender to any amount, while tlie 
bullion value of coins was miade ecjual tlieir 

nominal face value, silver would become a joint standard 
■with gold : and if the market value of the two metals 
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could be maintained in a definite proportion to one 
another, both metals would remain in circulation as 
standard currency. Under such circumstances an increase 
in the world’s production of silver would find its way into 
the monetary systems of the world, add to the supply of 
standard money, and produce a similar effect to that which 
is now produced by an increase in the world’s gold supply. 
The bimetallists thus desired to make the world's stock 
of silver available as currency in view of the apparent 
shortage of gold, which had manifestly been accentuated 
by the demonetisation of silver and the adoption of the 
gold basis in the currency systems of Gfcrmany, the United 
States, and France. 

The experience of the last-named country had, however, 
proved that a single country cannot keep the ratio 
between the two metals steady, with the result that 
instead of having a joint currency, she had first a gold and 
then a silver one, according* as one or the other metal 
happened to be cheaper at the moment in the world 
market; for when gold fell in value it was taken to 
France and exchanged for silver, •and when silver fell, gold 
was drawn away from France in exchange for silver. It 
therefore soon became recognised that, if bimetallism was 
to be successful, all governments must combine to maintain 
gold and silver at the same ratio. An international 
agreement of this kind, however, proved to be outside the 
range of practical politics, and all the leading countries #f 
the world began to show a preference for a gold currency. 
The arguments for this preference were many, hut briefiy 
it may be said that, as wealth increases and the volume 
of transactions grows, • the advantage *of a cheap currency 
medium diminishes, wdiile the utility of jr more expensive 
one increases. It would be highly inconvenient if the 
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£120,000,000 worth of gold coin in circulation in Encland 
t< -day were converted into silver coin, which would wi-^h 
fifteen times as much as the gold. The experience of the 
m ed States, moreover, shows that the public will not 
mudle more than a certain weight of silver, for of 380,000.000 

^oW s in f modern Imsiness, 

O i IS in fact, a more convenient instrument than silver 

Ihe second point to he mentioned is th.at tlm demoneris- 

wav The fTl following 

. llie fail of silver m terms of ' ’ ’ " 


after 1873, is said to have 


j^old, wliich occurred 


Conipeti- 
tion of 
silver- 
using 
coiijitries 

Tf deprS T'- advantage tc 

iag prices. ’ ' countries in competition with gold countries. 

Thus the cost of production of Indian wheat in terms of 
inpecs, determined by the mirnher of mpees required to 
repay the cultivator for his labour, together Uh the 

mailed at al for many years. But it fell in terms of c^old 
as fast as silver depreciated. When, therefore, the Indian 
merchant sold his wheat on the English market and w^s 
^ par m gold or its equivalent, he found that his receipts 
were much more valuable in silver than before an.l tint 
1 » ocnld^Mr... E™,» . / ‘ 

silver ,,1 home, bo found his projh gmsay incroesod-^ir 
to put ,t m another way, he found that he could still make 
his old profit, even if he sold his goods at a lower goki 
puce He was thus-aVe to undersell tlio British famier 
.iiul bnng prices down. To analyse this argument fully 
would involve a complicated examination of tte excham^e 
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between EngiaiKl and India, as well as of tlie principles 
wbicli determiiic foreign trade. But, briefly, it i^ay bo 
said that such an effect would onl}^ be produced so long as 
Indian commodities are being given in exckingo for silver. 

As soon as English commodities began to bo taken in 
exclirnge for Indian commodities, the Indian merchant 
lose as much by buying such goods in the appreciated 
metal gold, and selling them in silver as he gained ].»y 
s(3Hing his own goods in the appreciated metal gold. 

But the reader wlio lias followed the preceding analysis 
of pyices will see that in anj- case this iidluencc is iiin 
important in comparison with the broader changes in 
production wbieli accounted for the general fall in prices. 

With the exception of wheat and tea, Indian products do 
not figure among the articles which fell most heavily in 
price, and in the caise of tea the explanation given above is 
quite adequate to account for the fall. It would, therefore, 
seem that the depreciation of’ silver was, at aiij" rate, of 
secondary importance in driving down*prices. 

But however this may be, the argument for bimetallism Assump- 
assumes tliat it is advisable for prkes not to fall. In view 
of what has ].)cen said with regard to distribution, it will itsm. 
be seen that there is much to be said in favour of the 
argument that failing prices are a social advantage. And ^ 
even if it be urged that the agricultural depression at all Agi'icul- 
events is a tangible proof of the harmful dfects of falling 
pri<3es, it may be pointed out that even if the general level* a 
of prices had j*emained as before, it would still have been 
more profitable to produce cattle than cereals under the 
new cofidiiionB of the worhEs production, and that with 
few exceptions, even if 4he table of ^commodities bati been 
headed witli the statement, “No change in general prices,'’ 
the commodities which now appear in the left-hand column 
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would still have shown a relative decline, while those to 
tlie would probably have risen. In other words, tb(3 
agriciiltiiral depression from the farmer’s point of view was 
a question of relative and not of absolute prices. 

Bimetallism has, however, ceased to be anythiijg more 
than a matter of academic interest, for the monetary 
difficulty of the moment is not that we have too little 
but that we have too much gold in the world. 

BIBLIOGRAPHICAL NOTE 

There is a mass of literature on the points touched upon in tin's 
chapter, but iiinch of it has special reference to the himetallie 
controversy, and has little present-day interest. D. A. AVell's 
Remit Economic Changes gives a very clear review, which may be 
supplemented by the Reports of tlie^Royal Commissions on Trade 
Depression and on Recent Changes in the Relative Tuiues of the 
Preoions Metals (Gold and Silver Commission). This period is also 
discussed in L. L. Price’s Money in Relation to Rrices, On tlie 
Bijiietallic question see Leonard* Darwin’s Bimetallism. As regards 
wages, see Mr. Bowlcy> Wages in the United Kingdom in the Kineimnth 
Century ; also Gilfen’s “ Gross and Net Advantage of Rising Wa^^es ” 
Ecowrnic Enqairus and Studies^ vol. ii. » & > 



CHAPTER YIIl 


1896-1910 

PJUCES RISING 


The features of the price curve, since the last upward General 
raovenieiit began, are the booms of 1900 and 1907 with a 
considerable depression in the intervening years, and since 
1907 a. drop with a further rise to the highest point in 
1910. Thus there are two fakly long cycles and a short 
one, wdiicli lias probably not yet reached its climax. But 
'whether one looks to the maximum points or to the 
bottom points of these three cycles, there is shown an 
equally steady upward movement. 

The association of this change in direction with the 
upwaird bound of the gold production curve is so clear 
from the diagram that it requmes little emphasis in 
or iigures ; but reference to Appendix B sliowis wdiat 
proportion the present enormous annual output bears tg 
the world\s stock of gold. According to a rough estimate 
tlicrc given, the total stock will be doulded in thirty 
even if tlie annual output shows no further increase ; •while it 
also appears that since JBOo the stock tjicn in existence 
been increased hy 50 j)cr cent. Figures, mor<^over, arc 
which sliow' that although South Africa is responsible for 
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would still have shown a relative decline, while those to 
the right would probably have risen. In oilier words, the 
agricultural depression from the point of view was 

a question of relative and not of absolute prices. 

Bimetallism has, however, ceased to be anything more 
than a matter of academic interest, for the nionehuy 
difficulty of the moment is not that wo liava too little, 
but that we have too much gold in the world. 

BIBLIOCrRArniCAL XOTE 

There is a innss of lituratnrcj on tljo points touched upon in tins 
cliapter, but intiob of it luis special refoi'ence to the bimetallic 
controversy, and has little present-day interest. D. A. Well’s 
Itt-cmt Economie Chamjes gives a very clear review, wliicdi may be 
supplemented by the lleports of the Iloyal Commissions on Trade- 
Depression and on Decent Cliangea in tlic Redative Values of the 
Precious Metals (Gold and Silver Commissioii). Tliis ])erif!d is also 
discussed in L. J/. Price’s Money in Rdatioii fo Prices, On the 
Bimetallic question sec Lconanh Darwin’s Bimctallisni. As regards 
wages, see Mr. Bowhy'^Wayes in the United Kingdom in the Nineteenth 
Century ; also Giffen’s “ Gross and Xet Advantage of Rising ‘Wages,’’ 
Economic Enquiries and Studies^ vol. ii. 
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,1896-1910 

PRICKS RISING 

The features of the price curve, since the last upward General 
liioveineiit began, are the booms of 1900 and 1907 with a 
considerable depression in the intervening years, and since 
1907 a drop with a further rise to the highest point in 
1910. Thus there are two fairly long cycles and a short 
one, which has pro]}ab]y not yet reached its climax. But 
whether one looks to the maximum points or to the 
bottom points of these three cycles, there is shown an 
equally steady upward movement. 

The association of this change in direction with the Relation 
upward hound of the gold production curve is so clear 
from the diagram that it requires little emphasis in words ^ 
or figures ; but reference to Appendix B slio%vs -what 
proportion the present enormous annual output bears 
the world s stock of gold. According to a rough estimate 
there given, the total stock will be doubled in thirty years, 
even if the a^nnual output shows no further increase ; -while it 
also appears that since J895 the stock yien in existence has 
bec]} increased by 50 per cent. Figures, moreover, are adtled 
which show that although Soutli Africa is responsible for 
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much the largest increase, the supply" front other countries 
has algo grown enormously since the discovery of modern 
processes of gold mining — a fact of great importance when 
one. attempts to look forward into the future, for it suggests 
that new methods of mining may continue to Mood tlie 
mark(3t for the precious metal in increasing qua! iti ties. 

Such colossal additions to the world's gold would h:ive 
caused an economic revolution unless tiiey had been 
absorbed under very special circumstances. India has, as 
usual, drawn aAvay enormous quaiititie.s, Sir James "Wdlsoii 
in a recent paper stating that during the last decade she 
has taken £82,000,000, or more than one-tenth of the 
world’s production during tlie period, while the rate of 
al^sorption is apparently increasing, for in the last two 
years she has taken one-sixth of the world’s production. 
Again, the spreading of commerce in the East, the com- 
mercial development of new territory in every contijient, 
and the growth of populatien in new countries which were 
opened up in the preceding period has caused a world- 
wide increase in the demand for gold currency. 

But the £ 1 , 000 , 000,^0 of gold produced since 1896 — 
which is nearly four times as great as the whole world’s 
production between 1800 and 1850 , and is about one-third 
of the world’s present stock of the precious metal — was 
much too large a sum to he absoi*bed by new countries, and 
statistics show that a large amount has poured into the 
/)lder gold-using countries. 

Far the mo.st astounding statistics are those of the 
I'liited States of America, for, in spite of an increasing 
output from her own mines, that country has actually 
imported gold from, the rest of tlie world. Accoi'ding to 
tlie estimate of the Master of the United States Mint, the 
addition to the quantity of gold in currency, in bank 
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reserves, and in the Treasury of the United States since 
1894, anioiiiits to no Jess a sum than £200,000500fl—the 
use of gold in the United States for these purposes having 
almost trelded in fifteen years. Of this 200 mill ions about 
175 rnillions represents increased gold, or gold certificate 
circulation. ■ Oiie-fiftli of the increased supply is thus 
accounted, for. ^ 

Tiie arrival of the new gold in England, which may be 
traced in detail in the statistics of imports and exports 
given in Appendix I), sliows its efrect in the steady upward 
ti’cnd of the total bullion and coin reserve of the Bank, 
which rose from 22 millions sterling in 1890 to over 44 
millions in 1891). Thus in tlie earlj^ years of the South 
Afiicari boom, the gold found its way to the Bank of 
England and caused a consideralde fall in discount rates ; 
and though the reserve subsequently^ fell toaiioriiial figure 
of about 35 millions, the gold did not leave the country, 
but passed on into circulation. According to the estimate 
of the Royal Aliiit, the total supply of gold in circulation 
and in reserve amounted to £92,500,000 in 1895, 
£100,000,000 in 1903, and £113,000,000 at the end of 1910. 
During these fifteen years we have imported some 65 
millions more than we exported, the difference between 
these two figures representing the loss to the coinage by 
^vear and tear, and the use of gold in the arts. 

The gold holdings of the Reichsbank have increased to 
some extent during this period; but the al;)sorptioii of 
gold for other purposes has been very rapid. The Bank of 
I Vance, on the other liand, has built up a far Jargor gold 
reser’vo, its gold holdings having increased hy over 60 
millions in the fifteen* years ; but •the total absorption 
of gold has not been nearly so large as in the case of 
Germany^ or (dreat Britain. These changes may bo traced 
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in detail in the statistics given in Appendix I), their 
outstanding feature, as we have said, being the insatiable 
appetite of the United States for gold. 

Tui’ning briefly to other forms of currency, there is 
evidence that in England bank money has increased at a 
very rapid rate. The deposits in banks ^ of the United King- 
dom rose froni £622,000,000 at the begin wng of 1891 to 
£008,000,000 at the beginning of 1908 — a rise of nearly 50 
per cent ; while the clearings of the London Cl earing- II on sc 
Banks increased in the same period from £6,332,000,000 
to £12,120,000,000. Deposits in the iSational Banks, 
State Banks, Trust Companies, Private Banks of the 
U ni ted States, rose f r om £718,000,000 in 1 8 9 5 to 
£2,573,000,000 in 1909, and though hy no means all of 
this sum represents deposits against which chec|ues may be 
drawn, it is safe to say that it indicates a more than three- 
fold increase in the possible bank currency of tlie countiy. 
This is about the e(piivalent of the rate of gro^vth of gold 
circulation. Deposits in current accounts of German joint- 
stock banks showed a sipilar increase from £112,000,000 
in 1895 to £353,000,000 in 1907, Thus not only has gold 
become far more plentiful but the credit currency based 
upon it in leading commercial countries has also enor- 
mously increased, though the gro-wth in the U nited 
Kingdom is much smaller than in Germany and the 
United States.-. : ■ ■ 

It has been explained in Chapter lY. how gold from the 
mines gradually diffuses itself throughout the business 
w<.>rld, placing an increased purchasing po^ver in the hands 
of various classes of the community. In applying that 
account to the case noV under discussion \vc need onlv add 

, -c ■ 

^ Inelnding banks, but excluding foreign and colonial banks 

wlucli have oflices in London, 
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tliiifc tlic ocoiioiiiic changes of the ’eighties and ’nineties^ Biffusion 

industries throuj^hout 


which extended manufacturing 


Germany and the United States, and developed transport additiou to 
facilities in distant agricultural countries such as Argentina f ^ 
and Australia, involved ii more general diffusion of goods at 
purchasing power than had ever befoi'C occurred. The 
currency statistics given above are the natural accompain- priofx 
oieiit of 'this development. It is, however,' very significant ■ 
when we come, to consider price changes, foi* ii has an 
important bearing on wdiat is coiiimoniy spoken of as the 
increase in the world’s demand for staple commodities and 
in particular for food products. In this connection it 
should ])e pointed out that Germany’s population would, no 
don Iff always liavc liked to he able to buy wheat instead of 
rye bread, but until the industrial development of Germany 
occurred — wdiich permitted wuiges and the standard of 
living to rise — the German worWng-man’s demand for 
ivheaten breml was an meffeeike demand, for he had not the 
wherewithal to pay for it. NoW', if*Germany’s industrial 
expansion had continued in a time of gold shortage, 

Germany would doubtless have tsecured a large proportion 
of the world’s stock of gold, but at the expense of other 
countries and the price level wxiuld have fallen, as indeed 
it actually did during the ’eighties ; but as industrial ^ 
expansion has been most rapid during a period of 


increasing g' 


old output, Germany has satisfied her cuiTency 
requirements ]>y drawing on the new^ gold supplies. Thi#s, 
atklitional consumers are making an effective demand upon 
the wTuId’s food and raw^ material resources without having 
in any wmy diminished the gold supply in the hands of 
the oldei‘ consuming ’•countries. *Tke ultimate effect on 
various commodity prices of this enlarged demand has liecn 
determined partly liy the requirements of those who have 
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increasing as fast as 


and partly by 
prevented the 
the 


obtained this increased purchasing power, 
the conditions of production which have 
supply of certain articles from 
world’s effective demand. 

It remains then to inquire how production has res'porided 

price;? and , . . . - , , , . oc 

tlieiucreusc tills increase m demand during the last fifteen years, and 

of pro- gQQ which articles have risen more and which less tliar. 

ducuou. , ^ . , , _,r . . 

the average. The point is shown ni tlie following analysis 

of the articles included in Sauerbeck’s index number ; — 


Relative 


Analysis' OF Pbicb- Gha'nges between' 1S94-OS and 1906-10/ 
(Average rose '25 per cent.) 


; • 

Articles wliicli rose less 
than the Average. 

. 

Artiel«?,s which rose 
about the same as the 
Average. 

Articles which rose 
more tlian tiits Average. 

1 ' ■ 

l)er cent 


per cent 


I>er cent 

Coiroe 

(-~S2) 

Bacon 

( + 20) 

Ifeinp 

(+ 31) 

Indigo 

(-25) 

qoal . ' . 

( + 25) 

Hides 

(+ 33} 

j Tallow 

(- 4) 

Wool . 

( + 25) 

Oils . 

('+ 35) 

Tea . . 

(- 3) 

Petroleum . 

(+27) 

Soda 

(+ 35) 

i Sugar 

(- 1} 

Pig-ir^n 

( + 30) 

Iron bars . 

(+ 35) 

* Barley 

(+ 4) 

Nitrate 

(+30) 

Linseed . 

(+ 40) 

' Potatoes . 

(+ 4) 



Maiise ■, ■ . 

( + 44 ) 

i Timber 

(h 9) 



Copper 

{+ 52) 

rOats ■ . 

( + 11) 



Cotton 

(+ 71) , 

Leather 

( + 14j 



Jute . 

{+ SO) 

Lead , 

( + 15) 



Till . 

t, +136} 

Beef . 

( + 16) 





Milt ton 

t.! 

( + 16) 





Silk . 

( + 10) 1 





1 Flour . 

( + 16) j 





! I’lax . 

( + 17) ■ 





j Wheat 

(+17) i 





, Batter 

(+17) : 





1 Folk . 

( + 18) 

r 




1 Rico . 

( + f9) 



L _ _ 
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It will not be necessary to discuss all tliese coumiodities 
ill detail, but the table presents some significant c^rntrasts 
-with the similar table for the preceding period. The most 
striking cliange of all is in the position of cotton, which, 
having fallen prior to 1895 more than almost other 
commodity, now appears to have risen 71 per cent. 
Wheat, on the other liand, which was among the 
commodities which formerly fell rapidly, remains among 
the commodities which have risen less than the average. 
It is true that in 1909 a very sharp rise occurre<l in the 
price of wheat, owing to a number of small harvests in 
various countries. But the steady advance of wheat prices 
occurred at a time when many new areas were being 
opened up for wheat cultivation. Fortunately for the 
world’s future supply suitable areas in temperate climates 
are very extensive. The world’s wheat crop in the last 
three years has therefore shown a welcome increase, though 
the price still remains fairly •well above the level of the 
’nineties, and British farmers are dnee more beginning 
to realise that wheat is a profitable crop. The world’s 
available cotton area, on the othe^x' hand, has not yet shown 
itself capable of extension. The American cotton belt has 
been invaded by wheat and other crops ; for the farmer’s 
security against market fluctuations increases with the 
introduction of mixed farming, while liis cereal produce 
has found a ready sale in the manufacturing centres which 
have grown up at his own door. The AYestern extcnsicgi 
of the cotton belt lias been prevented by a shortage of 
tlie negro laliour supplyd In spite, therefore, of the efforts 
of the Britivsh Cotton C4rowing Association, tlie world’s 
cotton crop has not isicreased wntlj. ilie growing require- 

^ The picking of cotton is a clisngrcea'ble ocenpa^ion, vrliick iniist l;ie 
done by iiund, and is practically confined to negro labour in the United 
States# 


Animal 

products. 
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iitcnts of the various manufacturing countries. There are 
severaU suitable areas in the world ; but few where tlie 
labour conditions and the climate are botli favourable. 
Hence while wheat merely shows a rise of IT per cent, 
cotton has risen 7 1 per cent. 

Another feature of the table is the position of anirmil 
products, which now appear among cooimodities rising less 
than the average. This fact, which contrasts with the 
prices of such articles in every preceding period, is to be 
explained by the improvements in the transport facilities 
of the meat trade, and the enlargement of the areii from 
which animal produce is now obtainable. Austraiiti a,nd 
Argentina arc, in fact, no^v doing for the meat industry what 
the United States did for cereals thirty years ago. All 
this meat from distant countries has, moreover, up to the 
present been thrown on the English market, thanks to the 
fact that European countries maintain high tariffs on im- 
ports of meat. It is true that the import of live animals 
for food has somewhat fallen off of recent years, but only 
to be displaced by frozen, chilled, or preserved meats. 
Some indication of the growth of the latter kind of produce 
may be gathered from the fact that the 10 million cwt. of 
such form of meat imported hy the United Kingdom in 
1895 have grown to 20 million cwt, in 1909. Potatoes, 
barley, and oats, all of which are largely supplied from 
home sources, have none of them risen so fast as average 
piiices. 

The total annual output of coal for the United Kirtg- 
dom, United States, Germany, and Prance has risen from 
510 million tons in 1895-99 to 804 million tons in 1905-8 ; 
the output of pig-ir#-njn the same* years rose from 28 -2 
millfon tons to 47*4 million tons ; while that of steel in- 
creased from 18*2 million tons to 39*0 million tons. In 


VIII 


91 . 


PRICES EISING 

each, of these cases the United States has left the rest of the 
workl far beliiiai in the rate of increase, while Germany \s 
output of pig-iron and steel has easily surpassed that of 
tlie United Kingdom in the last few years. The world’s otliei’ 
output of copper and tin has also increased very rapidly, 
but the still more rapid expansion in the use of these tsyo 
metals, especially in the United States industries, has again 
placed them both among the commodities whose prices rose 
more than the average. 

None of these figures show any indication of a slowing 
up in the world’s production of material goods, and tliough 
the rate of development is perhaps hardly so astounding as 
in the three previous decades, they clearly prove that the 
production of these staple articles has increased faster 
than the population of modern Western countries. But 
before p)assing to the effect of these changes on real wages 
distribution, there are one or tw« further points which 
arise from a study of this cMssification of commodities. 

The outstanding fact is that the most rapidly rising Prepon- 
prices are, in the main, those over which the United States 
of America exercises a preponaerating influence. In the of the 
case of tin, the demand from the United States for various 
purposes has been the chief factor, though a syndicate of 
European speculators have taken advantage of the shortage^ 
of supply to corner the commodity and control prices. In 
the case of cotton, though the causes mentioned above 
have been at the root of the difficulty, speculators have* in 
this case also used the position to hold up prices, and make 
considerable profits, while the growing demand of American 
mills has limited the amount of raw cotton available for 
liancashire. A simifer statemeni# liight be made in the 
case of copper, in which the notorious Copper Tj'ust has 
attempted to control the market, and at certain stages of its 
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clieqiiered history has been able to limit production in the 
interest of producers. In fact, of all the important United 
States products in our list, petroleum is the only one which 
has not risen at more than the average rate. 

This fact suggests a consideration of the price changes 
that have occurred in various countries. The index 
numbers discussed in detail in Appendix show that 
prices have risen most rapidly in India, less rapidly but 
still some 50 per cent in the United States, wliile in 
German};^ they have risen, some 33 per cent compai^ed with 
25 per cent in this country. It rnaj^ at first cause some 
surprise that in modern, times, when tliere is a world market 
for most commodities, these index numbers do not show 
greater similarity ; but there are a number of considerations 
■which make it possible for the purchasing power of gold to 
be different in various countries, the most important being 
the existence of tariffs. • This applies with especial force to 
the United States. Behind tlfe tariff barrier, the influx of 
gold has produced, fn conjunction with the increased 
requirements of the population, a brisk demand for all kinds 
of commodities. Prices^ ojoc^ having risen, fresh supplies 
of gold and-'pap^cufi’ency have been called into circulation. 
In a free-trade country this rise would soon have been 
^stopped by the importation of lower-priced goods from 
other countries, and the level of prices reduced once more 
to that of the open market. But this has been prevented, 
in llie case of the United States by the existence of t.he 
tarifl^^ while competition in the home market, which miglit 
otherwise have been effective in reducing j^rices to a, lower 

^ The McKinley tariff came into force in 1S90, iho WiIsdii taritV (a 
ward revirion) ml893, and tfie^Bingley tarrilT^higli proteciion) in jSU/. 
A tariff only acts directly on the price of foreign trade articles, raiding in 
the long rnii the price of those things %v}iich continue to ho imptorted 
above the opjcn world market-price by the amount of the duly, while 
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levelj has been eliminated hy the existence of largo industrial 
and coiimiercial trusts. :* 

It would be an exaggeration to ascribe the existence 
of such organisations to the increasing gold supply; biat 
it is quite a tenable opinion that times of rising prices are 
inucli more favourable for monopolists who wish to hold up 
the prices of any given commodity, than times of falling 
prices. For Vhen the amount of currency is tending to 
increase in the country, a strong monopolist may be able to 
get a larger proportion of it with less risk of spohing IukS 
own market, than when there is a shortage of money. 

The upward movement of prices in America has extended 
to wages and thus raised the cost of production of manu- 
factured products in that country. While, therefore, 
American conditions were to a very large extent responsible 
for the fall of prices in the preceding period, that country 
now appears as the chief cause of t^c upward movement^ 

Turning to the effect of 4ihese changes on distribution, Distiibu- 
the table of relative prices shows That the commodities 
directly consumed by the working-classes have not risen so 
fast as average prices. W^heat, t%a, and sugar have risen less 
than the average, wdiile meat and dairy produce are also 
found in the left-hand column. The classification therefore 
suggests that the rise of piices has not been so disastious 

articles shut out by the tarih* may rise by an amount somewhat less than 
the duty. But there is also an indirect eifect, for the rise in price of a few 
articles tends to sprt^ad itself to industries in wdiicli foreign competiMoii 
tloes iKtt enter — transport, for example — hy adding to the cost of pvnduc- 
tiiUi of those ■who use ‘‘protected” articles and by raising the cost of living 
of those wlio coiisimie “ protected ’’goods. A heavy geneml tarilf will thus 
slowly hut surely spread its effect throughout tlie whole eoniniuiiity, 

Cfinsirig the general level of prices to rise more than in tlie o]'>en market, 

^ it is quite possible Uiat if America Jhai not absorbed such large 
quantities of the new'' gold, the abundance of eurrenqy in other eotntries 
would have made the prices of goods, in which E^urop^e plays the chief 
part, rise faster than they actually have done. 


and 
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chequered history has been able to limit production in the 
interest of producers. In fact, of all the important United 
States products in our list, petroleum is the only one which 
has not risen at more than the average rate. 

This fact .suggests a consideration of the price changes 
that have occurred in various countries. The index 
numbers discussed in detail in Appendix ^ show that 
prices have risen most rapidly in India, less rapidly but 
still some 50 per cent in the Uni ted States, while in 
Germany they liavo risen some 33 per cent compared with 
25 per cent in this country. It may at first cause some 
surprise that in modern times, when there is a world market 
for most commodities, these index numbers do not show 
greater similarity ; but there are a number of considerations 
which make it possible for the purchasing power of gold to 
be different in various countries, the most important being 
the existence of tainffs, • This applies with especial force to 
the United States. Behind tlfe tariff barrier, the influx of 
gold lias produced, m conjunction with the incr.eased 
requirements of the population, a brisk demand for all kinds 
of commodities. Pricei^ having risen, fresh supplies 
of gold and papeFcufrenc^^ have been called into circulation. 
In a free- trade country this rise would soon have been 
^stopped by the importation of lower-priced goods from 
other countries, and the level of prices reduced once more 
to that of the open market. But this has been prevented 
in #he case of the United States by the existence of the 
tariff,^ while competition in the home market, which might 
otherwise have been effective in reducing prices to a louver 

^ The McKinley tanlT came into force in ISflO, the WilKOJi tarUF (a tlow!!-- 
ward revision) inl893, and the»Dingley tamll'lliigli nroiectlon) iji 18U7. 
A tariflToiily acts cliretifcly on the price of foreign trade articles, rai.sing in 
the long rnn the price of those things which continue to he iinporte/l 
above the open world market-price by the amoimt of the duty, while 
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level, lias been yiminated by the existence of large industrial 
and comnaercial trusts. ■ . 

It would be an exaggeration to ascribe the existence 
of such organisations to the increasing gold supply; but 
it is quite a tenable opinion that times of rising prices are 
iniicli more favourable for monopolists who wish to holdup 
the prices of any given commodity, than times of falling 
prices. For Vheii the amount of currency is tending to 
increase in the country, a strong monopolist may be able to 
get a larger proportion of it with less risk of spoiling his 
own mai'ket, than when there is a shortage of money. 

The upward movement of prices in America has extended 
to wages and thus raised the cost of production of manu- 
factured products in that country. While, therefore, 
American conditions were to a very large extent responsible 
for the fall of prices in the preceding period, that country 
now appears as the chief cause of tlje upward movement,^ 

Turning to the effect of ^hese changes on distribution, Distribu- 
the table of relative prices shows Ithat the commodities 
directly consumed by the working-classes have not risen so 
fast as average prices. Wheat, t%a, and sugar have risen less 
than the average, while meat and dairy produce are also 
found in the left-hand column. The classification therefore 
suggests that the rise of prices has not been so disastrous 


articles shut out by the tariff may rise by au amount somewhat less than 
the duty. But there is also an indirect effect, for the rise in price of a few 
articles tends to spread itself to industries in which foreign competiMon 
does not enter — transport, for example— by adding to the cost of produc- 
tion of those who use ** protected ” articles and by raising the cost of living 
of tlinse who consume “ protected ” goods. A. heavy general tariff will thus 
slov/Iy but surely spread its effect throughout the whole community, 
causing the general level of prices to rise more tliau in the open market. 

1 It is quite possible Uiat if America Jiai. not absorbed such large 
quantities of the new gold, the abundance of currencj^ in other countries 
would liave made the X3rices of goods, in which Europe plays the chief 
part, rise faster than tliey actually have done. 
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in its effect on the purchasing power of wages as niiglit, at 
first sight, have been expected, and this view’ is supported 
by the available statistics of retail prices. It is true that 
there is much difference of opinion as to the extent of the 
rise of the retail price index number, and it is suggested 
l)y Professor Bowley that the Board of Trade figure errs in 
overstating the case. He himself suggests an alternative 
which represents the rainimiim rise, in view of the 
ascertained facts, the truth presumably lying somewhere 
between his figure and that of the Board of Trade. 


If tlie ]*isc of retail prices is batw^een that sliowii by the 
second and third of these columns, it wmuld seem that there 
has been a lag in retyil prices as coiijipared with wiiolesale, 
which may bo ex^plairied on the one hand by the fact that 
tlie most important food products have risen comparatively 


{ ; Mr. Sauerbeck’s 

1 Index Nuiuher for 

j ' Wholesat? Food 

! Pi’ices. 

Labour Depart- 
ment’s lletaii 
index Number. 
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lil.ilCj aiidj on th% other hand, by the tendency of retail prices 
to iriove less freely up and down than wholesale prkcs. 

Ihit if retail prices hare lagged behind, wages have- Waj 
L'lgged still more markecliy. Statistics of wages in 
Appendix F clearly show the slowing up in the rate of 
increase of money wages, and if prices are taken into 
account it appears that the last fifteen years have also 
seen a halt ift the rise of real wages. In certain special 
■ trades w^ages have continued to rise notably In coal- . 
mining and the cotton trades ; but in other directions the 
upwn.ird nioYeraents have been sectional, -h the following 
tal>le the index numbers given by the Boa.rd of Trade of rates 
in some leading industries have been summarised for the 
period under review. To these have been added hgures of 
earnings of raihvay servants, postal servants, and seamen: — 


Tncrfttiso 


Building trades (rates) . . 

Coal-mining (rates) . . .. 

Engineering (rates) ^ . . . ■ 

Textiles (rates) , . , . , ^ 

Agriculture (earnings) . . 

Railway service (earnings) . 

A . B/ s on steaiiisl j ips (earnings) 
Firemen and Trimmers ,, 

A. B.'s on sailing sliips „ 
Counter clerks and telc- 
grapliists (male) in London 

(earnings) 

Postmen in Ltmdon (earnings) 
Sorting clerks and tele- 
gra|)] lists (ma,]c) in rest of 
IJ.K, (earnings) .... 
Postmen in rest of Ju.K, 
(earnings) 


100 - 00 7 

90'35 21 ; 

101 - 57 5 -; 

107-64 is: 

102 - 00 10 


95*07 

94^>7 

93-45 


Mean of average 
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A feature of this list is the fact that the Government 
servants have been more successful in their claim for 
higher wages than the railway servants, though the two 
services might be expected to appeal to the same type of 
man, and are similar in respect of regularity, pensions, etc. 

It may perhaps be urged that in basing arguments on 
a comparison of wages and prices in the middle ot llie 
Nineties and the period 190G-10, we are settfng a period of 
depression against a period of booming trade. ^\"ages 
naturally do not follow j>rices in all their temporaiy u|:)s- 
andolowns, and if we wait long enough, or make the 
comparison with a little earlier period befoi’o prices t;oiichcd 
bottom, we should nob find there had been any lag in 
wages. But against this must be set the fact that we arc 
comparing the average of two cjiunqiiennial periods with a 
view to eliminating quite temporary influences. In the 
middle of the ^nineties^real wages undonhtedly rose to the 
liighesb point, thanks to the fall in prices ; and since tlien 
there has been a lag in wages. From the wage-earner's 
point of view the comparison is quite properly made with 
real wages at their best. t'The change in tendency is, how’-- 
evor, best seen on the diagram of real 'wages in Appendix F. 

If, however, it could be shown that there has been a 
movement from lower to higher grades, the figures given 
^ would not present a true account of the prosperity of 
the working-classes as a whole : but such an upward move- 
n^ent, though it might reflect the general rise in al>ility or 
in the industrial qualifications of the working population, 
would be a very unsatisfactory answer to those wlio 
remain in £heir former indinstries, and whose real wages 
may ],)c reduced on account of tlie ri^e in prices. Woi’king- 
meif whose industry is not one which affords scope for 
promotion, hut who are practically wedded to their trade 
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for life, can hardly be satisfied by the retleetioii that the 
rising generation art3 able to start in a more skilled otciipa- 
tioiij and, tiierefore, can earn wages which enable them to 
nirdiiteiir their prese^it standard of comfort. 

The question whether there 1ms been any genera! trails- 
ftn'tJiice froiii trades where wages have hung back to those 
ill they have risen can only be. .answered. by reference 

tf> stjitistics of oeciipatioiij and on this point we have to . ■ 
wait for the Eeport of the recent. census of '1911.' There 
is, however, reirso.n, to believe that if there has been any 
cli.ingc in tJie relative numbers i.n. various occupations it. 
has been in the opposite .directioii ; that is to say, that a- 
growing proportion of the population has entered occupa- 
,tio,M.s where wages are comparatively stationary, such as . " ' 
coiiimercial .employment, transport industries, and general ■ 
retail or distributive occupations. In such ' ernp'l.oyments 
combination: is difiicult, and wm.ges liavii probably risen li,ttle 
if at ail. It appears then that i^al wages have fallen in the Keai 
period under consideration, though tlie lack of adequate 
statistics makes it almost impossible to say to what extent. - ■ 

It should be remarked in passing that a compensating Hours, 
factor has been the tendency to reduce hours of labour, 
though there are still groups of employment where this 
.mproveiiieiit has hardh" 3 ^et been -experienced. ■ - 

Ab the downward pressure of real %vages has become 
more aoute, the miiriiber -of .trade disputes has sho'wii .a 
tencleney to increase, and especially in the last two oi^ 
three years l)ig outbreaks iiave occurred. Many of the 
organise.d trades have indeed succeeded in raising their 
wages to <'on'cspond with the movement in prices, but it 
is iiotoririijs that tho gitsatest discontent has been found 
aiooiig those classes whose wages are fixed and do not 
readily revspond to the change in economic conditions. A 
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still more potent factor iSj boweverj to ’be found in the 
liighep standard of comfort and the possibility of a liroader 
and more diverse life which education and the <]iiTosioii of 
general knowledge have brought within the horizon of 
the working-classes. This knowledge, combined wdth the 
conviction that they do not share to the lull in the 
advantages of material progress, constitutes one of the 
underlying causes of labour unrest. 

As regards the incomes of nofi-wage-earners, iiicome- 
tax statistics point to a very rapid increase in prolits in 
the period under discussion; while it is well known tliat 
the yield on new capital seeking investment is iniicli higlier 
than in the ’nineties, thanks to fresh openings for capital in 
all parts of the world. 

NOTE ON THE PJSE OF PRICES IX 1911 

The very marked increase^ of food prices in the year 1911 
requires no special explanation, but may be brought into relation 
with the preceding chapters by noting that this year coiries after 
several years of rising prices, and is near tlie apex of a trade cycle. 
The tide of prices lias been rising for hfteeii years. In 1911 we are 
near the peak of a wave, and it is under .such cireunistanees that 
Xature has visited Europe witli a more prolonged drought than has 
occurred for several decades, thus reducing the suppuy of agricultural 
products well below the normal yield of recent years. 

..Under such, conditions the- high prices are' esplaiiied witlioiit. 
assuming any increase in the ciirrency compared with, bay, 1910 ; for 
a drought means that the volume of goods of a particular kind to bo 
.,sold is less than normal. With the same amount of money in the 
hands of consumers, and with fewer goods to go round, pulces may 
rise without any currency change, and this consideration is at the 
bottom of the rising pricas of sugar ami of dairy prodriC'’. The 
increase of gold, however, underlies even tliis movement, for Mic h^vo] 
from which this special rise started is liidier tlnui tlie level froin which 
a }^iinilar rise in 1S95 would have started. The siignr crop, Im* oxami^Ie, 
in 1911 is abnormally low, but it is bigger than in 1899. Th'-rc 
are more people with money in thedr pockets aiixioiw to luiy siigai\ 
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both on ibr .'Miithfont of Europe aioJ In England* and tlieroforo a 
rrop rlMi, would hawe met the whole- demand of f’oiisumers with money 
b> NjMid in rs!ir> h insiiHleicnt for The number of consumers with 
iiiouey 111 t.hiiir pockets in 1911, The cliilerence in the basis level is' 
thus oependei'tL oij t.ne faot that there Ls more moneyin Europe than 
was tile co'-c fifteen years ago. though the, particular rise on tii«5 top of 
thiOjooin is to be attributed diree% to drough 


* BIELIOGRArHICAL NOTE 

A (’omparui Ive statement of wliolesale ]'>Tioe moverneurs is given 
in all arliole oy Air. i lyoker in the MaUsiiem ,IiniTni'd for Decernher 
hill. As n’gards the United Slates see Irving Fisher’s PHrcJta.^:iHij 
PtntMr oj eluu). xii. 
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SFMMAllY AND CONCLUSION 

Thl preceding historical review of the raovemeiit of prices 
ill recent years shows that there has been a remarkable 
connection between the upward and downward niovemeiit 
of the purchasing power of money, and the conditions 
which have affected the production of gold. But prices 
do not move up and down simply %vith the arDOiint of 
gold produced, for, .though perhaps the most important, 
it is only one of several factors which determine the 
purchasing power of nwney.^ The volume of business 
to be performed by means of currency has been the 
determining factor in the demand for monetary facilities, 
while alternative means b}’ whicb exchanges are made, 
such as credit currency, ha,nk-not:es, etc., have played an 
important part in meeting this demand for a iiiediiiin of 
exchange. The methods of business, the mimber of gold- 
using countries, and the quantity of gold availal)le for 
currency allowing for the use of gold in tiic arts) 

^ r'mlst r'.arrwKiy c.Tiiuot be ni.Ti!ur;ictnr>‘:l (ul /Ihlh/hi :l eocislry 
Wblcli Uedres to retain gold as a standard of value: and, tlierefore, tli.oiigli 
papta* and eredit doeuiijeiVs Iiavc to a large exU-u\ displnt'etl 'j Id jit 
busmens, tlie available stoeL of gold coutiiiues to exio-niKc a pjvdoriniiatirig' 
inilnence on tbe t^upply side in deternn'iiliig Us Milne In relation to 
(.‘(HiiiHodities, 
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nil the oiiti lunul, oiirl the ■ ve]imie\Gf -' iTansactiom lu be, 
performed in ,y‘ol(inisijig eouiitrie.s on' the other, establish 
the value of gold in the open market... Fluctnatioiis in 
the price of individual commodities, and, in 'some cases, 
nf wlicle groups of commodities, have, however, been 
eaii.-etl ill various countries by tariffs, by speculation, . 
juid by teanpopiry itdiations of credit at times when the 
business worid is in an optimistic frame of mind, while 
spiHda.1 teni])ori.iry causes, such as drought, war, plague, and 
ciirtliqiiake, Inivc also raised individual prices for a greater 
i)Y .sliortui* period; but even such changes are subject to 
I'lie |iOssil:)ility of currency expansion, for prices are altrays 
limited by the ability of purchasers to pay. . 

Tiiniing to the second main (.question, it has been noted Prices and 
that price changes have far-reaching effects on the amount 
and distribution of the national income ; that is to say, on 
the volume of goods and services v%ich are produced as 
hlie result of a year’s work. In ' this jconneetion, the first 
and most fundamental question is w-Fether the' great heap 
of goods and services, which 'we calj the real national income, . 
tends to increase most rapidly wdien prices are falling or 
when they are ■ rising. Nineteen th-century history.. shows' . 
that national productivity depends much more upon the 
advance of science and discovery and on the training, 
education, and organisation of labour than on the rise or 
fall of prices. The arts of production and the means of 
transport prohaldy progressed faster between lS7-i anTl 
1 S90 tiuui they Iiad ever done before. But the preceuin 
and siiccecaling periods of rising prices, on the other 
alsf) virnessed great advances in productivity of labour and 
capital. The Bessemer process of^ sfeel production,^ for 
examine, was invented when prices were rising fast — the 
SieiiieiiS“Martiii process when they were depressed. The 
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argunieiit, therefore, mentioned in Olnipter II., that Inifcfines.s 
expands more free! 3 ^ in periods of rising prices, would seem 
to be of no great importance in the long riiri, tlioiigli it may 
appi}’ to some extent in short periods and to the opening 
up of new business enterprises in wliieli the element of 
speculation plays an important part. It ma}" |>eih;q>s 
be said that while booming prices tend tp direct capital 
and labour into new uses, a continued depression of prices 
stimulates more economical methods in old ones. This 
generalisation is, however, a tentative, suggestion I’ather 
than a conclusion from observation. 

But while there is no reason to desire an advance in 
prices on the ground that it stiinuhite.s prodnetion, it Is 
evidfint that all classes of the community are concerned in 
the effect of fluctuating prices on the distribution of 
wealth. Distribution is, as we ha%'e seen, aff'ccted by other 
things than the price level, and tlierefore times of rising 
prices have not always been bad, and times of foiling 
prices always good, for the working-classes. For example, 
tliej^’Seeni to have- sntfer<^d relatively to other classes in the ^ 
period of falling prices prior to 1850 a,nd in the period of 
rising prices since 1895. Their real prosperity*, on the 
other hand, rose in the period of rising prices after tlie gohl 
discoveries, and in the period of falling prices between 
1874 and 1896, Other considerations hare, in fact, some- 
times outweighed the influence of prices in determining dis- 
Cribution between wage-ea-rners ajid employers — important 
factors in this connection being the inci’casta in the popula- 
tion, the efficiency and health of tlie wcoldng-classco, ihc 
uses to which capital ina}’’ be put with adviintage, and the 
extent to which it is ifeed in co-operation or in competitio!! 
with labour, the strength of trade-uiiions, and the baigain- 
ing poorer of capitalists. Some of thc. 3 e points liavo been ^ 
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1,:. SUIIMABY AND CONCLUSION 

IoiicIiihI !i|»oii ill passing in explanation of tiie cliariges in 
distribution dnriiig the four .periods discussed. Du?! in tlic 
iihseiiee of any changes of this kind we may still safely 
assert that real irages tend to rise more slowly than they 
«jther\vise would in times of rising prices, hut in times of 
hilliiig prices they iuciease' ,iii ore; rapidly than if prices 

liacl reinained iinchfumed.h ' 

Tims a rist; or fall of prices, though' not one of the 
peroifineiit factors which determine distribution, way 
hasten or retard an improvement in the condition of the 
woiidng-classes, while the same is true of salaried persons, 
wlio a.re. perhaps even less able to . adjust their in comes to 
ciiaiiged conditions. But the effect of the change will import 
ilepencl on ivhetlier all prices vary to the same extent, and 
if some things rise or fall more than others, whether the price; 
articles whose prices var}'’ are things largely concerned by 
those Vvliose incomes are unchanged. • So far as the working- 
classes are concerned, the ris^ or fall will have a greater or 
less effect according as change occurs in food or in other 
prices ; for, whereas food accounts for some 66 per cent of 
the expenditure of a working-class ' family, it repre.sents , ■ ' 
only some 20 to 25 per cent of the expenditure of a typical 
middle- class household. This consideration is the main 
reason why the working-classes benefited so little from an 
apparently considerable fall of general prices prior to 1850. 

For the same reason, the rise of ^vholesale prices between 

* T'hh tlloL't wou]<l, of course, Bot appear if wages were paid in 
a ortitit s ijirtlead uf Biuiiey. If wages ’were paid iu liind in times of 
prices, wage-enniers would lose tlie beiietit of the iucreaHwI 
pujtdjjising pov.'CT of their incoBie. But in times of rising' jn-ices it w'oulil 

1.0 their t.euelit to receive c(jinrnodities instead of luonev ; lor uu 
••mpt'.v* r w'oulfl have to give strong reasons for reducing the aniount of 
food and elofhiiig he gave td*his men, wherens Sje employer wiio eontinnes 
lu pay tin.' same, wage rarely even ap]ireciateK the la«*t that lie is iirflieting 
a Iiardship. At all events, the burden of proving the case for a rise is 
thrown upon tlie employee. 
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1895 and 1910 slightly overstates the rise in ilie erist of 
living Of the working- classes, for food prices Iiave risen 
rapidly in the last fifteen years than average prices. Menet?^ 
in estimating the effect of a change of prices on distribution, 
we need to have regard to the goods or services purcliased 
by the various sections of the coiTiiiT 0 .nity, and to judge the 
effect of rising or falling prices not by the inoveinents of 
a single general index number, but l^y the elianges in 
sectional retail indices. Unfortmiatel}' material does not 
exist for carrying out this more exact study, and in its 
absence the method adopted in preceding; chaptei's of 
following the wholesale prices curve has to l>e adopted, 
though it only gives an approximately accurate answer to 
the problems raised. 

Throughout the discussion no attempt has been made to 
estimate the absolute improvement or deterioration in the 
condition of the workvig classes. There are indeed man}^ 
reasons for supposing that a' price index number is a veiy 
inconclusive test of material prosperit;v ; for the advantage 
of a well -stored mind, the possibility of rea<iing or of 
following the development of the world's history by means 
of the daily press, ' varied means of recreation, facilities for 
travel, etc., are not conditions which may be reduced to 
any. , numei'ical basis. It is also no doubt true that the 
improvement in manufacturing skill enables eveiy one in , 
the community to secure advantages in mauj" ways which 
am not shown by aiw price index number. Raw materials 
are manufactured into an iiiffnitely greater \'a;riety of 
articles than ever before, while the conveniences of lighting, 
transport, housing, etc. have enormously improved, though 
the prices charged hav«^, remained tfae same, aiicl, in some 
cases, actually fallen. In fact, it is argued that if we 
look at the utility which a man derives from iiis income 


National 
progress 
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ruin pares I in ten* or twenty yearn ago, we slioiilJ Jiiiil iliut 
lh<?re. lias been a great iniproveffient'in material well-being, 
even tlioiigli his income mayt lippareritty buy fe'wer goods 
til an before on account' of the rise of prices. This 
argUMcnt is in the main true, and it must be adiiiittsal that 
the f| nan tity of goods a niards' -ineome will buy affords a 
|)ooimiiclieatioii of his means of enjoymeiit. If, moreoveiv 
we a.tteiiiptetl to ta-ke into accoimt capacity for eiijoyiiient 
(whicli has, of course, been -greatly erJo.rged by, niodeni ' 
progress in education, etc.), w^e should find oursehajs 
slipping still fiirtlier aw-ay from any conceivable lunnericai 
solution of the problem of 'wellbeing. 

The point raised, hoAvever, .has little force in considering But 
how^ a change of prices affects tlie distrihution of income 
between employers and empiloyed, or betwe-cn rich and prosperity 
poor, for if ivorking-classes have benefited from improve- 
meiits in the variety and quality of jnaniifactures and from 
the various conveniences to which wm have referred, it is 
quite evident from the most superficial observation that the 
wealthier classes Iiavo benefited to a greater extent. 

Electric lighting is still practically unknown in working- 
class lioiiseliolds. The development of motor traction has 
almost entirely added to the enjoyment of the '^vell- to-do 
up to the present, wkile the advantages which accrue to 
the woiking-classes from the spread of information by the 
use of telephone and telegraph are very modest compared 
witli those which tlie tv ell-to-do classes have reaped frgm 
■ these iaeilities. 

These considerations emphasise the difficulty of making 
a (Icllnite estimate of progress, hut they do not affect the 
|)r<j|)osition that a rise in prices ig nelatively detrimental 
to the "worldiig - classes, for though the real 
prosperity of the w^orking-man may have been 
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vdthout a break, if prices have been rising, the material 
welfare? of other classes of the commuuity wHl proba])h: 
have been increasing even faster. Wages and prices 
index numbers, in fact, give a very good indicatioii of 
relative changes as between tlie diiierent classes of the 
community, though they do not help us to form an alisoluie 
standard. To sum uj>, we have to balance the stimulating 
effect of rising prices on industry, against the disadvantag;e 
to the great mass of persons whose incomes arennu'e or less 
fixed. The verdict must, of course, be a matter of judgment, 
but we may conclude that on the whole the social well™ 
]>eing is best advanced when pilees arc stationary or 
slightly declining^ 

We have, however, seen that at the piresent time our 
standard of value is a commodity which is steadily falling in 
value in relation to commodities in general, that is to sa}% 
we are in a period of rking prices. Our standard is, in fact, 
not behaving in the most desirable way. It, therefore, 
remains to consider Vhat modifications are desirable or 
practicable in our existing monetary system which would 
' remedy , this disadvantage . . of rising prices. In this con- 
nection two courses ■' are . open to uis. , In the' first place, 
without attempting in. any way to inter ef ere with gold, 
machinery may be devised fon adjusting incomes to price 
moveinents more readily than at present, and for modifying 
.'the speculative, nature' of' .'.contracts niacle for.. a lon,g. period; 
inc terms of a metal whose value is unstable. In tlie 
second place, an attempt may be made to control the value 
of gold in cuiTencj. 

arc inilebtefl to Dr. A. Morsliall for the pregnant 
that iiiuler an ideal systes,^ of currency price;* should fall at such a rate 
that receivers of lixed inconTes (such as anunitants, civil servants, ein. ) 
shonld secure a fair proportion of man’s iiicvcasing conti’ol ovm' Ins 
material euvironmeiit, -he. the ymrchasiiig jmwer of a given im.-ome slioukl 
increase with every improvement in the arts of production, tra,,ns}>ort, etc. 
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lilt' first, of iliesr proposals may take une ui many fonus, 'I’ht* n,,,, 
raiigin;!!' from the Jidoptioii of ti tabular Btaiulaid of vahir, 
siicli us was suggested by the late ' Professor JevoriSy to the 
eoiiiparatively modest proposal that arbitrators in wage 
disputes rslioriltl liave before them.' definite statements as to 
IJhj cjost of Ilia argument for the tabular standard 

of value niiig somewhat as follows If average priees, jus 
shown by a (toiiiprelieiisivc index number, rise 50 per eeiit in 
a given time, so tliat at J;lie e'lid of the period .£' 1 5 o are 
reguired i.o purchase goods that might have been bought 
for £100 at tlie beginning (.d the period, wm say that prices 
have risen. Put it wouhl be equally correct to say that 
the value of commodities in general having remained tlio 
same,, gold had depreciated to two-thirds' of its former 
value. ■ The adoption of the tabular standard means, that 
in a case, of 't'l,'iis kind it would be assumed that gold had 
depreciated, and not that commodities had appreciated in 
value. All contracts would •be. interpreted in this sense. 

Givi! servants earning c -£100 at the beginning of the period 
would airtomatically be paid £150 at the end of the period, 
a landlord whose house let for £50 would receive £75, whiia 
an artisan receiving £2 a week would receive £3. The value 
of the sovereign would, in fact, be revised from time to time 
in view of the upward or downward movement of prices.^ 

This proposal thus makes commodities the standard ])y 
winch the value of gold is determined, instead of taking 
gold as tlie standard by which commodities are determisied. 

The suggestion, however, though theoretically rlesira1)].e, is 
u.n im]u*acficablc 03ie on account of the difficulty of obtain- 
ing a, general understanding of so complex a standard, and 
l)ecause of tlie frecpient recalculatioifs that would be neces- 
sary whe^e^a3r the responsible official authority annoiiiiced 
, a change in the value of the sovereign. 
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A modified form of the same proposal is that detailed 
statistics should bo compiled, say, ])y the Hoard of Trade, 
aiid published periodically, showing pric(\s of .*d] kinds of 
commodities grouped in various ways, and that it slioukl 
he })erniissible for long-period contracts to he made, not in 
terms of money, but in terms of average commodities in 
general, or of the average price of an}’ particular group of 
commodities. Thus mining royalties, debenture or prefer- 
ence shares in the iron and steel yrade, etc., might l>e fixed 
according to the average price of minerals a.nd iiietals ; if 
tliis group rose 50 per cent in terms of gold, the obligations 
under these contracts would similarly rise 50 |'>er cent. 
Wages could be fixed in terms of food juices, so that the 
earnings of official employees, railway servants, clerks, etc., 
would automatically vary with changes in price among 
this group of commodities.^ It is suggested that it shonld 
be optional for contracts to be made in this form, and that 
as people became accustomed to the idea its advantages 
would commend the nlethod to the business world. 

A less ambitious form of tlie same idea is that price 
changes should be one of the things taken into account in 
considering readjustments of wages. It is possible that 
if the depreciation of gold does not become more acute tlie 
worst difficulties of the case will Ije met by speeding up 
the machinery for making wage changes. In any case it 
is evident that a reliable and authoritative consumer's 
index number would be a great natimial asset.” But such 

^ Tlu* argmueiit for tins metliod of waj^-e (k-terrainatuin rests oo the 
cxpeciatioii of the employee, and not on tlse employers’ al;41ity m ]}ay. 
'the ordinary .sliding scale, sncli as exi.sts in tlie coal or iro-n Innle, on the 
other hand, is a delibei’atc attempt to secure some of the beiudii of boomiii,.^ 
trade for tlie employee. SHtliiig .seale.s, of coiir.si;, allbrd gimrantee 
th.-it wages will vary W'itlkthi cost of living, for It may e;isily liap-pen 
that, say coal, is falliJig in price, while bread and inea,t are rising. 

A Vvage rising strictly according to inices will, of course, not. allay 
discontent among working people — for c\’ery man who think;-, tliat tlie 
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;.i figure must ])B ];niblisliecl more frequently and in grcatei 
detail than tlie present Board of Trade index niim1:«?rs. 

All these siiggestionsj however, involve the use of iiidcsx 
numbers by the public, who would need to niiderstand 
tliciiii liefore inahing complicated' adjustments. It is 
therefore urged thah it would be niiicli more desirable to 
tak'c ste|)s to regulate the value of the -standard itself, so 
fhat tlie gerit?ral price changes should not occur atudl, ' 
This would olnionsly save all need for any readjiistnient. 

It is not, iinleed, claimed* that .an,}" material exists whose , 
.value is likely to be more stable than that of gold: .;, but it 
is urged that it avoiild be possible to, control by 'aii inter- 
national agreeineiit the value of gold in currency. ■ This 
view is strongly urged b}^ Professor Irving Fisher, wdio 
.suggests that the nominal value of gold coin in the various , 
gold ciiiTeiicies of the, world should be divorced from their 
ecpiivalent Imllion value and maintained at an artificial 
value by restricting the circulation, just as the rupee is 
now maintained at a constant artiificial value in India. 
When the index number of prices showed that prices were 
rising, or, to put tlic same thing the other way, the gold 
cun’cucy was falling in value, the Government would 
exchange bullion for currency, and by thus diminishing the 
amount of currency in cii’culation check the rise of prices. 

This scheme is elaborated in the final chapter of Professor* 
Fisher’s Pmrhashig Poiver of Morng, 

There ai*e, hov-ever, certain diiiiculties in this proposal Somp, 
in connection with tlie bullion settlement of international 

lirr-MMU, iU.a-riljDlioD nf wpallli is nDdab' favourable to tbe 
;u-,k:L lu cCVcct, that tbe uatioiial wage^i-bill, by inereasing faster t lum the 
of prie'es, sliould encroacli on other classes of incoine- 

Tlie ar£?uiueiits*ror such a in distribution lie outside 

• be 'A'opt of tliis book. 'Cut it is clear that if wa^is varied j:if;i'OKlin,n to 
Oit' i‘,ust of living, tlie .uTouud woubl be clear for a discussion of tin* cluiuj 
t'or nny further redistribution. 
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trade balances on the one hand, and the cost to i.hc 
Gov<3riuncnt of buying back a deprecio,ted currency at its 
face value \Yhen the value of gold was falling. If, as 
seems to be the case, there is in progress a stead j deprecia- 
tion of gold, the Government would have to face a loss for 
some considerable time to come, and this difficulty woiilib <:»f 
course, be much accentuated if banks were able to pr<.n’ide 
increasing quantities of credit mone}’^ in a form acceptabhi 
to the public. The conditions under which tlii.s kind of 
currency regulation has been successfully carried out aiT, in 
fact, so different from those which wcndd be created hy an 
attempt to regulate the value of the currency in guld- 
using countries that there is little to show how fa,r such 
a scheme is practicable. I’hat there are t rein ciii ions 
difficulties is undeniable, especially when one considers the 
manifold influences — some temporary and some peimanent 
— which cause price fluctuations ; and seeing that alnn^st 
all such attempts to control antiiicially tlic value of cun’enej* 
have had unforeseen conse(|nences, it would not be 
surprising if the public preferred ratlier to ])oar those ills 
they have tlian to fly to otliers that the}' kriov' not of. 

But the suggestion is so pertinent to present ^ day 
problems that the scheme is woi^thy of every consideration, 
for thei’e is no other alternati'^'e method — short of an 
“international agreement to regulate the v'orid^s gold output 
— which would solve the prolflem of fixing the currency 
in a definite ra,tio to commodities. 

The two courses thus remain — on the one band <.)f facili- 
tating the adjustment between incomes and prices and of 
regulating long-period contracts hy popularising the use of 
index numbers; and, on the otliAr, of controlling the 
Tidutvof the currency and so preventing price changes 
altogether, Both solutions have their disa,dvantages, anr| 
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iieitluM’ would Ife of the least practical importance were it 
not for tlit3 revolution tliat has occurred in the inefeliods of 
"olchmiriing. But a.s the difficulty of rising prices gi-ows 
■more acute iliesc alternatives will thrust tliemscives more 
l.n'OBiiiiently on public attention. . In the meantime, it is 
of the utmost importance that there should he clear 
thinking as to the forces which detenniiie the general Icsvel 
•of ■.prices. ■ 
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ON INDEX NUMBERS OF PRICES 


An index riiiniber is a deTlee foi* comparing tlie average eliaiige 
i?i tlje price of a ninnber of connuodities. Prices are quoted in 
all sorts of denoniiinitioiis : bread per quartern, wheat per 
liuridredweigbt, coal per ton, milk per gallon, and cattle ])cr 
head. Such quotations are in.conq»aral>]e with one another, and 
the nietliod of index niiml^ers is needed to reduce thcan to a 
common basis. If we have several series of price quotations for 
diiferent comraodities, an index numbSr may be formed by 
taking tlie ])rice of each article*at a given time as the Ijasis — 
these bases commonly for convenience being represented by the 
figure 100, though any other iiuinerai, of course, could be used 
— and calculating the remaining price quotations for each com- 
modity as a proportio]! of the basis price. In Table I. prices of 
British wheat, for example, are shown from the beginning of 
the eeriiiiry not only in shillings per quarter, but also as 
percentages of the price in 1900. If a similar operation is per- 
formed for other commodities, %ve should obtain several series of # 
percentage figures whicli could be compared with one another. 
Thus, if 1900 is taken as the basis year, and it is found that in 
1910 Avlieat has risen 16 per cent, and is, therefore, represent#! 
by the figure 116 ; beef has risen 7 per cent, represented by the 
figure 107 ; tea has fallen 14 per cent and is represented b}^ the 
figure 86 ; figures reckoned on the same principle /or potatoes, 
barley, muikm, bacon, sugar, coffee, and rice being 92, 93, 
107, 125, III, 97, and* 98 respectiplir, we could Dike an 
average of these figures and say that the index number *(ini- 
weighted) of this food group is 103*2, showing a rise on the 
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TABLE I 

AnOTAI. Avekagf. gazette PiucE OF BiirnsF, Wheai 

FT5U QUAllTEii. 


Per ceiiitj 
of 1900. 


ISOl I 1 
18G2 
180-5 
ISO-i 
1 805 
1S06 
ISO/ 
1808 
1S09 i 
1 1310 

1511 

1512 

1813 

1814 

1815 
1818 
1317 
ISIS 
1819 

' 1820. 
1821 
1S22 

1823 

1824 

1825 
1823 
1827 
1328 
1<829 

1830 

1831 

1832 

1833 
1S31 

1835 

1836 
18S7 


119/6 44 

09/10 29 

58/10 ji 21 
02/3 il 23 
89/9 i 33 
79/1 i 29 
75/4 1 2S 
81/4 j 3C 
97/4 31 

103/5 I St 
95/3 3; 

12o/6 1 4i 
109/9 II 41 
74/4 I 2' 
65/7 2 

78/6 I 2 
96/11 , 3 
86/3 8 

74/6 2 

67/10 2 
56/1 2 

44/7 , 1 

I 63/11 I 
1 6S/6 1 
I 58/8 i 

1 58/6 1 
60/5 I 
66/3 ; 

. 64/3 

66/4 'i 
I 58/8 il 
! 52/11 ii 

I 46/2 i; 
j i 39/4 1; 

5 i 48/6 l| 

7 i 55/10 Ii ‘ 


: 1S8S 61/7 
1S89 70/8 
1.840 6G/4 
I 1811 64/4 


] S4.(> 54/S i 

1847 69/9 I 

1848 50/0 I 
1S49 44/8 I 
1850 40/3 I 
ItSol 38/6 I 

1852 4Q/9 ! 

1853 53/3 i 
* 1854 72/5 j 
.1855 74/8 I 

1856 69/2 ] 

1857 56/4 I 
185S 44/2 i 

1859 j 43/9 I 

1860 53/3 i 

1861 55/4 I 
■ i 186.2 ,55/5, 

i 1863 44/9 
i 1864 40/2 
; 1865 1 41 /lO 
1 1866 i 49/11 ' 
I 1867 ! 64/5 
I 1868 63/9 


j 1871 I 56/8 
1 1872 57/- 
' I f873 58/8 


1876 46/2 I 
j 1877 56/9 I 
I 1878 46/5 1 
! 1879 43/10 , 
18S0 44/4 
1881 45/4 j 
i 1882 45/1 ; 

; 1883 41/7 ! 

lwSS4 35/8 i 
I 1885 32/10 1 
' 1886 31/- i 
i 1887 32/6 ! 
; 1888 31/10 i 
I 1889 29/9 


270 

1891 

37/- 1 

138 

277.' 

1892, 

30/3 i 

112 

257 

i 1893 

26/4 i 

98 

209 

! 1894 

22/10 1 

84 

164 

1895 

23/1 i 

85 

162 

1 1896 

26/2 i 

97 

193 

1 1897 

30/2 ‘ 

112 

202 

1 1S9S 

34/- i 

126 

202 

1 1899 

25/8 ' 

95 

167 

i 1900 

26/11 

' 100 

150 

155 

1 1901 

26/9 

1 99 

Il 1902 

28/1 

i 104 

186 

1 1903 

23, /9 

1 99 


^ 1<904 28/4 ; 
1905 29/8 
190r» 28/3, > 
11907 30/7 I 
I 1908 32/- I 
1909 3,6/10 i 
! 1910 31/8 
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wliole of 3*2 pet' cent. By using this nietliod we laay tilnuiii 
an index Biimber whicli wili include as many commcjdi tiles as \Ye 
cmii tm/i Quota ti on s tor,' . 

Ill practict?, wholesale price index numbers do not take into 
acaiomit a very large number of commodities, for it is fouiui that, 
an index niiinber wliicli includesj say, the forty leading staple 
prfKliiets, will yield a result not very clilfereut from that shown 
by including some 400 or 500 articles. The forty or so eliief 
produce markets, do, in Fact, seem to include within their range 
all the chief changes that iiillueiice the value of commodities — 
i»anspo!.1. improvements, nietliuds of pi\jtlitction, optimism 
or in the business u’orld, a wider diUusiuii of wealth 

or clianges in tlie nature of the world’s demantl. 

it inay be urged that a system of averaging which gives equal 
weight lo all the comniodilies under consideration would not 
preseiife a correct view of general wholesale prices, and that a 
theoretically perfect index number would p>ennit more important 
cummodities lo exercise a greater iiitluence on the index nnmlier 
ihan the less important ones. Bor example, if the pwice of 
wheat rises 10 per cent and the price of pepper falis 10 ];er cent, 
it would not l)e correct to attacli erpial •freight to these changes 
and say that prices had reniai«ed unchanged ; for very little 
money is spent on peppei*, and the purchasing power of money 
would clearly be nmcli more affected by the rise of wheat Ihan 
by the fall in pepper. Commodities slioiild, therefore, be T.veighted 
ill proportion to the amount of money spent upon them. It is, 
however, found from comparisons that have been made of 
weighted and unweighted index numbers that in practice the 
latter give substantially accurate results over long periods of 
time, provided a sufficiently large number of articles are taken # 
into account. Dkloreover, a rough system of weighting may be 
introduced liy taking separate quotations for such things as 
wheat and flour, beef and mutton, pig-iron and steel rails ; J^ut 
only one for jute or tea. This rough weigliting is d^mc in 
iSjmerbDck's iiidex number. For the juirpose of our general 
review of prices, the index numbers of Jevons aiid Bunerbeck 
have been used. These two calculations are not strictly com- 
pfindde, for Jovuiis takes ti smaller nujibir of coinTnoditi<?s lliaii 
Bauo.rheck, and takes the geometric instead the arlthcuelic 
mean of tlie figures for the individual articles. But there h no 
otlier index number going back to the beginning of the century, 
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■ ■ ■ TABLE 11 

Index K-umbees of Peices since 1800 
(The figures are those represented in the main diagram.) 


1 

Year, ■ . j 

i 

Index i 
Number. | 

1 

Year. ■ i 

L 

Index 
Number- |j 

y ear. 

Index 

Number. 

ISOO 1 
1801 

1802 

1803 

1804 

1805 

1806 

1807 

1808 

1800 

1810 

1811 

1812 

1813 

1S14 

1815 

1816 

1817 

1818 
1819. ■■ 
1S20 
1821 
1822 

1823 

1824 

1825 

1826 

1827 

1828 
^ 1829 

1830 

1831 

1832 

1833 
■ 1834 

1835 

>,836 

1837 

I 

235 ' i 
233' I 
183 1 

208 j 
198 ! 

220 1 
217 1 

215 

242 

262 ' 
237 

227 

202 

192 

190 

182 

152 

195 

220 1 
187 

172 1 

157 . 1 

147 

148 

147 

172 

150 

160 

135 

132 
135 
137 
130 

" 125 
130 

133 
113 

; 140 

1838 I 

1839 

1840 

1841 

1842 

1843 

1844 

1845 

1846 

1847 

1848 

1849 

1850 
^1851 
‘ 1852 

1853 ^ 

- 1854 

1855 

1856 

1857 

1858 
1S59 

i 1860 

1 1861 

1 1862 

I 1863 
i 1864 

1865 

1866 
j 1867 

|l 1868 

i| 1869 
il 1870 

1 1871 

1 1872 

Ir .^873 
i 1874 

140 , 
,J.53 
' 146 1 

142 1 

125 1 

118 1 
115 

123 

123 

130 

113 

107 

107 

110 

108 

123 

138 

133 

137' 

" 142 ' 

127 

128 

132 

131 

135 

137 

^ 140 

135 

136 

133 

132 
131 
12S 

133 
; 145 

14B 

136 

1875 

1876 

1877 

1S78 

1879' 

1550 

1551 

1882 

1883 

1884- 

1885 

1886 , i 

1887 

1888 

1889 

1890 

1891 
1892, 

1 1893 

1894 ' 

■ 1895 

1 1896 

1 1897 

i, 1898 
i ' 1899 . 

1 , 1900.,., 
1901 
|. .1902 

1 1903 

; 1904 

1905 

1906 
;i 1907 

1908 

1 1900 

1910 
; 1911 

1 

128 

127 

125 

116 

110 

117 

113 

112 

109 

101 

96 

92 

91 

93 

96 

96 

'96 

. 91. 
91 

84 
81 
80 
81 

85 

91 
100 

93 

92 

92 

93 

96 
J03 
107 

97 
99 

104 
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• ' _______ 


i 

i 
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United 


■ ■■■ 

Food ' 
Prices | 
(yianer* j 
■ b.8C,k). , 1 

Averaa-e of 
1SG7-77™ ^ 
100. 

TKw London j 

1^5? “olj 

Board of 
Trade. 
Prices of 
1900-100. 

States 
(Aidrieh 
Report .iDfl 
Bureaii of 
■ Labour). 
Reealcu-- 
■ Jated to 
basis 1900 

Ciermauy 
(l-k-rr 
Scimritz). 
Reealen- 
iated in 
basis 1960 
-100. 






==100. 



98 

100 

123 


m 

1121 

1SGJ 

97 ■ 

99 

125 


iin 

Hi 


94 

101 

, 181 


127 

114 


8'9 

liO 

» 159 


nsi 

116 

1SD4 

88 

119 

172 


136 

1 L9 

ISfM 

ISiiT 

ISOS 

91 

95 

101 

100 

108 

1U7 

100 

09 

164 

lt>2 

137 

liV 


111 

151 

142 ■ 

1*29 

. ■ 111 

113?. 

11.4*} 

114 

1S0S> 

‘U 

100 

122 


1251 

VM 

Jbro 

93 

99 

122 


130 

in 

1871 

98 

10 L 

128 

ISO 

13t9,- 

117 

1872 

102 

115 

129 

145*8 

141 

1 .*10 

1878 

107 

114 

134 

152 *7 

1351 

135 

1S74 

104 

100 

131 

148*1 

132^i 

124 

isrr. 

300 

(<3 

.126 

141*4 

126 

116 

1870 

99 

91 

123 

138*0 

116 

113 

1877 

101 

89 

123 

^ 141 *6 

116 

11 31 

1878 

‘90 

81 

116 

132*0 

111 

104 

1879 

90 

7S 

¥}j 

126*6 

107 

04^- 

1880 

94 

84 

117 

i29*G 


1051 

1881 

91 

SO 

lOS 

127*3 

1171- 

lOs” 

1882 

■ 89 ' 

SO 

in 

128*4 

1*20.V 

100 

18SS , 

■ 89 

'77 

106 

120*8 

1 .118. . . 

98^ ■' 

1884 

79 

73 ■ 

101 

114*7 1 

no 

93,1 

3SS5 

■ 74 

70 

95 

. : 107*7 1 

103 

sc4- 

ISSO 

72 

67 ■ 

92 

101*6 ' 

10*2 

82 

1887 

■ 70 

07 

94 

99*6 

103 

84 .1 

18SS 

7*2 

69 

102 

102*7 

3041 

1 90“ 

1889 

7;”) 

70 

99 

104*0 

1041 

! 

ISOO 

' 7S 

I 71 i 

102 

i 104*0 

103 i 

101 

1891'. 

. 77 . 

: . 68 ; 

101 

.107*4 

.102 ■.! 

1 ' ■ 0S?f < 

LS02 

73 .j 

1 65 

■ 07 . .-. .] 

101*8 

96-1 

S!>" 

1893 

. ' .j’2 * 

05 

96 i 

100*0 

06“ 

86 '. 

1&94 

m 

00 

95 

■ . 94 •2- .■ 

87 

■. 7.7^| 

3 899 

iA 

t'iO 

87 

91*0 

. . .S -5 . 

77 

3890 

, ■■■.■02 ■ 

00 

. 91. 

■ SS*2 

■■ 82 ■■ 

F--’ 

iS97 

05 

59 ■ 

80 

90*1 

811 

"it 

ISOS 

08 

tVI. 

8(5 ^ 

'93*2 

85“-. 

''>'u 

1899 

■ 05 

70 

S7 

9*2*3 

92^ 

92 

1000 

09 

80 

97i 

100*0 

100 

lOO 

1901 

07 

■ . 72 

07 

06*9 

* 9{» 

94 

1909 

■07 

71 

SO 

06*6 

103 

1*3 

im 

t»G 

72, 

91 

. ^ 99*0 

1031 

94 

1004 

08 

72 

100 

t •98*3 

103“ 

04 

1900 

09 

75 

97 

.97*6 « 

105 

» oT 

1900. 

09 

S3 

106 

[ 100*5 

ni 

106 

1907 

.'.■ ■ '72 ■■' 

S<5 

114 

1 105*7 

ns 

ris 

1908 

7.3 

74 

105 

1 102*8 

n li- 

10*;?. 

1909 

i 73 

75 

100 

1 ,104*1 

no" 

!05* 

1910 

74 

81 

109 

108*8 
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a.n(i during the years covered by botli Jevons' and Sauerbeck 
the two index numbers show- exactly similar rchanges in directican 
the extent of the movements being about tlie same in most cases. 
The former covers the period from 1785 to 1865, b'.it has been 
reproduced in the chart only from the period 1800 to 1860. 
From that date onwards Sauerbeck’s index iiuinber, bsised a,t 
first upon 44 and later on 45 commodities, has been used, as tlie 
details on which it is calculated are easily accessible. Sauer- 
beck’s index number for the year 1900 has beei]. taken as the 
basis for our present purpose, preceding figures being recalculated 
to percentages of the 1900 figure. This gives 132 for 1800. 
Jevons’s figure for 1860 (viz. 79) was then taken as equal to 1 32, 
and his series of figures i^ecalculated so as to make them join 
Sauerbeck’s at that date. We thus get an index number iVtr 
the whole of the century, which is giv’en in Table If., and re- 
presented on the main chart at the end of the book. 

Table III. shows an analysis of Sauerbeck’s index number 
under the two heads of food and raw material. It also shows the 
two other English index numbers, viz. those of the London 
Economist and the Board of Trade. A fifth column gives the 
Aldrich Beport index numher for the United States, brought up 
to date by the Bureau of Laboui;:, while the sixth column show^s 
an index number for Gejjmany prepared by Herr Schmitz 

An examination of the two first columns shows that 
|)rices of raw materials fluctuate much more violently than food 
prices. This is not surprising, for the former are influenced 
by all the many variations of trade, by the state of credit, and 
by the psychology of the wdiolesale markets. The demand for 
food, on the other hand, is a much more definite and pre-deter- 
Tiiined amount, and though supply used in the old days to vary 
very much in England from year to year according to the harvest, 
the s^upply of cereals and meat is now drawn from such, a 
variety of climates, and produced by so many different methods 
of production, that the total fluctuates eomparati-^'ely little from 
year to year. The same is true to a less extent of other articles 
of food. 

The Economist and Board of Trade index numbers show 
slight differences from ^year to year, for wliereas the forinei* 
represents market prices a given date and includes a conn 
paratively small number, of commodities, among wdiich cotton 
plays rather too large a part, the Board of Trade index number 
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, 11 !) 

H [H'cA'iith Inr 1]?(* luosi ]3ai't ;ueraii<. imptan or i-xport \a1iU'F 
(a,s sljnwii by the cbtulared value of gout;l> eiiteriug eg* leaving 
llritiBli polls), and includes a larger number of coiniiKKlities* 
The coiiiparisoii of tliese various index numbers shows (1) a 
general agreement as to the nioveiuent of wholesale prices ovo*!’ 
a ]tei.’iyil of years u'itli unimportant dilferences in detruF aecorth 
iiig to the method of the calciilatioUj and (2) that raw imiterials. 

moie aiiected by changirig conditions than food prices, and 
are iheridbre ^nsajuly respcsusible for the fempormy ups-iiitd- 
downs of tl'Ki index numlter. 

Tlft-i American index nranber is based upon a much hirger- 
nunihcr of coin modi tics lhal] any of the ]>i'eceiliiig figures, Tlic 
Huetuatioiib are, however, as large as those shown lor En, gland, 
while ilaj extent and dir(?,clion of the iiioveineiit of prices bhuws 
some iinportaiii. differtiijces ; in partienhar, the extent of the 
upward movement of prices since 1806 jippearing to have been 
iuiicli greater tlum in tins country. The same is true of 
Germany, Imt in this case the rise of prices in 1 000 brought 
the index number so much above the level of the sUTToiiTiclmg 
years that the cui’ve as a whoh,‘ lies below the other index 
number curves. The sharpness ot^ the rise from 1896 is 
nevertheless very obvious fr«^ni the diagram, in which these 
various indices are reproduced. ^ 

A retail price index number from 1850 onwards is given in 
Table 1. of Appendix F, which has been compiled 1>y Mr, G. IL 
AYood partly from statistics in the Board of Trudevs Report 
4m "Wholesale and Retail Prices, and partly from data privately 
collected by Mr. 'Wood himself from Co-operative Society 
records. The basis for tlie figure is, however, comparatively 
slight, immy of the figures being contract • rather than genuine 
retail prices ; hence loo much reliance should liot be placed on 
the details of the calcuhation, wliich is rather in the nature of 
an intelligent guess than an authoritative statement of the 
i'.ourse of retail prices. As, however, it offers some idl‘a of 
the rehitirm between whtdesak and retail prices it has bcMUi 
reproduced rm a cliart, together with the imiex nuiubr-r, for 
wliolftsale prices given in Table 11. A comparfi=ion of Ifiese two 
lines sln^wus that in nuiny parts of the period the indices move 
together, but tliat there is a tendiflucy for the whoksulc emwe 
to move more violently and to rise and falfto greater ex: tr ernes. 
The high level of the who'lesale curve in the ^sixties and early 
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’seventies is due to tlie higli price of materials, and pni'licrJarly 
of cottoiip coal, and iron. The more violtPat movement oi the 
wholesale curve is, in fact, mostly caused l.'y the raw material 
quotations, as will be seen in a second chart on wliicli hir. 
Sauerbeck’s sectional index iiiim])ei‘S for food and material Lave 
been separately traced. The figures on which this diagram is 
based are given in the first two columns of TaJfie III. 


BIBLIOGRAPHICAL XOTE 

The literature of this subject is voluminous, but a few special 
references may be given. On the method of index iiumbor;:; see tlie 
chapters on index inunbers in Bowley’s Elcincnts of Stcdisiics^ and tlie 
same author’s Elemc'iiiary Mamal of BUdhUcs. The former work 
treats the subject in a more niathematieal niaiiriGr than the latter. 
The British Association’s Report for 1S8S contains a report of a. 
Committee which investigated the subject and otTerud suggestions as 
to the compilation of a price index number. The A})pendix to the 
Board of Trade Report on JVlioleside ami Retail Friecs (1903) 
contains a useful summary and explanation of existing index 
numbers, while a special report to the Canadian Labour Department, 
by R. H. Coats, on Wholesale Frifics in Canada (lOlO), contains a 
similar and rather more general review of existing index numbers. 
On the theory of the subject see also the article on ‘‘ Index Kumbera” 
in the DicMonary of PoUticM Economy, by Prof. Edgeworth, which 
concludes with a useful bibliography of this question. For a history 
and summary of the Economist index number see the Economist for 
August 19 and 2G, and November IS, 1011. For SauerbeeVs index 
number see the annual report in the Statistdcal Society's Jou-nud, 
but especially the articles in J8S6 and 1S93. 
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APPENDIX B ■ 

ON THE world’s GOLD PRODUCTION 

* 

It Ik impossible to give in a shoi’t space anything like an 
ar]ef|uale explanation of tke teclini{[ue of gold productioiij bnt, 
III oinler to show tlie present and future prospects of the world's 
gold supping it is necessary to make a brief reference to some 
important features of the questiom 

Gold is found in a variety of forms, but we may make a broad 
distinction between two chief classes. On the one side are 
alluvial deposits caused by the action of w'ater breaking up the 
original gold-bearing rocks, the gold being either left in an 
almost pure form mixed with sand in* the beds of rivers, or 
transformed into comparatively scTft sandstone rock, as the result 
of ])ressure on this mixture of sand ancL gold. Jimoiig such 
alluvial deposits, known as “placers,” comparatively large sized 
nuggets of almost pure gold have occasionally been discovered, 
and the gold is always in a comparatively pure form. In tlie 
case of alluvial rock the method commonly employed is to 
disintegrate it by means of a very powerful stream of water. 
It is then treated in the same way as other alluvial deposits, i.e. 
after being broken up very finely it is washed in tanks of 
flowing water, which carries away the earthy matter and leaves 
the heavier gold at the bottom. 

On the other hand, veins of gold-bearing rock are foiwid 
either in the form of conglomerate, as in South Africa, or in the 
form of quartz-reefs, in which the gold may be quite invisible 
to the naked eye. Such rock needs to be treated with powerful 
machinery, the actual processes of mining being much tbe same 
as in ihe case of other minerals. • • 

In early times attention was only paid tc^ alluvial deposits, 
but a,s such forms are readily discovered,^ they are now only found 
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on tile outskirts of civilisation. Tlie gold: Jiscovcrie.s of the 
’iifties,4’or example, occurred on tlie open rig up of new conntrie.'-’j 
but sucli events can hardly be expected lo recur now thfit 
almost every part of the world is readily accessible. The, 
discovery of alluvial gold in Alaska in ISDS is the mu.d; recent 
event of this kind. But such deposits are nntiirally exlmiL-ted 
very rajiidly, and in 1880 some alarni was expressed ui tli*: 
ilimiuiition of the worldts output, the falling-off having been 
hastened by the prohibition of the hydraulic inetliud in 
California in 1884 on account of the devastatiun whieli it 
caused in agricultural districts. Tlie i;anntryside vcus being 
ruined by the large outflows of “sand and mud war-jied dtn\n 
from the gold ivorkings, and after a shar]) tussle betwt,^eii the 
agricultural and gold-mining intei'esls, liie h.rmcr carried tlm 
proliihition through tln^ state legislature. 

As early as 1886 Professor Lexis w’rote iliaX gold washings 
must be expected to conti'ibute less and less to the yearly 
production, even though from time to time new deiiosits might 
be found. In his opinion, the most permanent supply of gold 
was to be expected from quartz mining, and he pointed out that 
already it was possible io use ores of low grade which formerly 
^vere not considered worth treating. On the other hand, it w^as 
pointed out by his critics that fpiartz mines were not at that 
time making a profit, and many were sceptical as to the 
possibility of ever obtaining a very large supply from such 
methods. But subsequent events liave proved the truth of 
Professor Lexis’ view. The enormous recent output of gold 
is to be attributed, on the one hand, to the discovery of new 
areas of gold - bearing rock, and, on the other, to enoi'niously 
impjroved and cheaper methods of extracting the gold. This 
change is shown by the following short table of proportions of 
gold produced from various kinds of rock : — 
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_ Tlit* i’lliei iiispim’eraeni in metliod Las been l.Le 2 ntro<iuciio.ii 
of tlie pmssu-cyaiiide .-ijrocess, by wLicli minute quantities €.if 
gold are disstdved by potassium-cyanide, the gold being siilise- 
qucuitly precipitated by cLeniical action or electrolysis. It is 
not too iiincii to say that the present dominant position of the 
Sontli AiViean mines is the result of this discovery, though tlie 
. process, .has also been successfully applied .'all over the .world.. 
Its liiqHUlauce lies in the fact that ores containing \'Cry miiiute 
quantities of goh^ 3ua,y he treated at a profit 

iSi.-'cing thot such forms of gold extraction are the chief 
of our present supjdy, the question of the world’s gold is seen 
to tisru on the aluindance of f;tich low-grade ore. This question 
is one for geologists. But according to De Launay, we may 
expect to find low-grade gold-bearing ores in increasing 
quantities. In his o]rinion, gold is distributed throughout the 
earth’s crust on the follow'ing principle : pure gold is exceed- 
ingly rai’e, but gold in very minute quantities is to Ije found 
almost everywhere. Between these two extremes rochs with a 
low proportion of gold are plentiful, and rocks with a high 
portion are scarce. This view^ is based on his theory of the 
which gold holds in the world’s geological evoiiitirar. As, 
therefore, it becomes profitable to work lower-grade ores the supply 
will be found to be more and more abundant. The future, 
therefore, depends on the progress of mining and the possibility 
of working and extracting gold from enormous masses of rock in 
which minute quantities of gold are combined. The recent 
history of the South African mines shows ho'w quickly the work- 
ing costs have been reduced by modern methods, the following 
flgr.res for a x^eiy important group of mines on the Rand 
iixlicating that in quite recent years prgfits per ton have hardly 
fallen at all in spite of the fact that the quality of the ore has 
„ .deteriorated, ■ 

STAT,rSTICS OF’.OliE MllLUI) '■ 




of Ore 



£ 



1901 

1 

IS 

8 » 

1005 

i 

i:; 

10 

ItiiiO 

1 

14 

6 

1907 

1 

13 

11 


Cost p«>r Ton. 

£ (/, 

1 0 
1 
1 
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Tlie deciine in the first column is, of chnrse, the result of 
working poorer ore, but the last coliium^sliows how much more 
profitable it is becoming to work even poor ores. These 
figures quite account for the enormous upward niovement of the 
gold curve. 

As regards statistics of production, the following table shows 
the world’s output since the discovery of America, the figures 
down to 1850 being the estimates of Soetbeer, and the totals 
for subsequent years being the estimates of Ijie Master of tlie 
United States Mint : — 

Would’s Production of Gold. 


j 

i 

Total 

ProUuctii.iH. 

Ainnial 

A v«jra,j;e. 

1 

1493-1800 (307 years) . i 

Million £. 
373 

'Million 

1*2 

1801-1850 (50 years) . 

257 

5*14 

1851-1875 (25 years) . 

625 

25*0 

187G-1895 (20 years) . 

490 

24*5 

1896-1905 (10 years) . 

6S1 

58*1 

1906-1910 (5 years) . 

42 i 

84*8 


j 2750 

6*6 


The world has thus produced since 1493 gold to the value of 
£.2,750,000,000. Some of this has doubtless been lost by wear 
and tear, and a great deal by use in the arts. This loss is estimated 
by Dei Mar to have amounted in 1878 to £1,340,000,000, while 
£600,000,000 has beenTshipped to Asia. It w’ould therefore be 
a generous estimate to assume that the world’s stock of gold may 
be valued, roughly, at about £2,000,000,000. The present rate 
of production will on this basis double the world’s gold in some 
twenty years. 

It is sometimes thpught that South Africa is entirely 
responsible for the enormous increase in output in the last 
two decades ; but the following table proves that the cyanide 
process— the discovery of which is prhnaril}' responsible for the 
colossal increase from*’ ScTuth Africa — has also had a very com 
siderabie infiuen& in other countries. The year 1884 is chosen 
for comparison, as it is the year of the smallest production since 
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the Califoraiaii dis^OTeries, while in the period 1856-60 the 
gold workings in Anieiica and Australia were in full s’^\hig: — » 



■ 1 

i 1S56-00. 

; Annual Averagfi, 

~n 

■1864. 

.. 

3909. 

. 


. ! 

; Million 



Million £. ■ ' 

. ' Millioii'A 

U.8,A. . 

. ! 10-8 

■ ■ d'fi 

19-9 

Australia 

11*5 

5*9 ' 

■ '14-2 

.Kiijss.ia' ,' . ■ ' . . 

■1 1 

4*6 

j 6 '5 

uCac.r couiilrics 

Africa 

' 2-1 i 

; ! 

3*4 

j PVl 

. 24*2. 

Tolal 

. ! '?A*1 

1 

1 ^ 20*4 

‘ 1 

i ■ 90*9 i 

i ^ 


This tablti may be sup] demented by the preliminary es.tiinaie 
for 1910 of the iMasna* of the United States Mint, whicli sIioays 
at a glance the relative irniportance to-day of the various gold- 
producing countries : — 


United Stales . 
Canada . 
Mexico . 

Africa 

Australasia 

Kiissia 

Austria-Hungary 
Germany . 
Swedeii' . 

Italy 

S]»aiis 

.'Turkey ' ■. ' . 

France 


P; eiiimiiiary. 
1910. 

$96, 055, 260 
' 10,000', 000 
24,078,100 
175,000,000 
65,602,600 
04,000.000 
1.942,000 
; 70.300 
. 18,700 
. 17,300 
. 3,200 
. 6.000 
1,114,700 


Great Ilritain . 
Servia « . 

^Soiith America . 
Central America 
Japan 
China . 
IiidO'Cliina 
Korea 
Siam 
India 

Briti.sh East Indies 
Butch East Indies 

m 

Total , 


Prelim inary. 
1910. 

$64,400 

150,300 

11,346,100 

2.713.700 
4,448/200 

10,102,300 
. 72,400 
1,903,600 
, , 827,600 

12,089,500 

1.448.700 
2,214,100 

454,$74.,00() < 


A final table show.? the world’s production year by year since 
1850, together with Soetbeer’s ten-year averages from Jhe 
Iteginniiig of the century. These are tlie figures wliicli are 
rc? presented by the red line on the chart 

’WoULD'm PUODUCTION OV GoLl>. * 


1 SOI » 1 T) ( A nu na I A verace ; 
1811-20 
1821-30 


•Tons. 


Tons. 

. 17 

1S31^40*( Annual Average) . 

20 

, 11 

j 1841-50 ,f „ • 

54 

. 14 

1 1851 . . . . . 

134 



The whole of the gold produced each year does notj of 
course, go into currency, for large quantities are used by 
industries of various kinds — the proportion which tiuds its way 
into the arts as compared with the aniouiit used as currency 
being dependent on the extent of the demand for gold as 
material at the current value of gold. It is diiticult to ascertain 
how much of the workFs supply is used in industry, for gold is 
continually being transferred from one emxdoynieut to anuther. 
But a recent estimate by the Master of the United Slates Mint 
that in 1907 the new material used for indiistria,! piirposijs 
tliroughout the ^vorld ihneranted to about one-third of the world’s 
produOtion in that year. But this estimate has very little basis, and 
it is largely a matter of conjecture how' far the enormous increase 
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153 

148 

155 

155 

160 

157 

1U 

175 

177 

182 

197 

224 

270 

290 

30n 

350 

425 

454 

877 

390 

425 

481 

500 

677 

618 

631 

666 

702 

712 


Peoditction 

OF CuLB — eoutuiim 

Tons. 


. 219 

1S82 . 

. 231 

1883 

. 200 

1884 . 

. 209 

1885 . 

. 21S 

1886 . 

. 209 

1887'. ■ ■- 

. 206 

1888 . 

. 204 

1889 . , r. . 

. 192 

1890 . 

, 185 

1891 . 

. 182 

■1892 . 

. 182 

1893 . 

. :iS2 

1894 . 

. 195 

1895 . 

. 200 

1896 . 

. 194 

1897 . 

. 192 

1898 . 

, 190 

1899 . 

. 182 

1900 . 

. 188 

. 1901 . 

. 175 

1902 . 

. 172 

1903 . 

5^. 161 

1904 . 

. 160. 

1905 . 

. 165 

1906 . 

" . 179 

1907 . 

. 186 

1908 . 

. 167 

1909 . 

. 164 

1910 . 

. 160 
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hi tlse wurhV^^ -'old^siixiplj lias liacl the effect of stimulating gold- 
using iiulustries. ^ „ 

Bir.LIOGKAPniGAL NOTE 

Tlic tetdnriical aspects of this question are dealt- with by Monsieur 
Be Laiiiiay’s TIw WorMs GoU, and in the article ou gold in the 
elevcaith "edition of EimjeloiwAia Britannim. A Ilistonj 
Bixcmui Metals, by Del iMai% eontairis an account of gold-inining fruiii 
Uie earliest tiines^^and deals at some length with the social and other 
prolleiris raise, d in ecnniection with the gold-mining industry. It 
ulbo <leiils at some Iciigili with the demand for gold in the arts. An 
exhaustive collection and criticism of the facts dealing with the 
in'oduedlou of gold and silver from the earliest limes is to he found 
in Soutl)eer’s l\Iatcrials for the Ilhisiration and Criticism of lh,e 
E.;',unmrit! Delations of tlie Precious ATetals and the Currency Question.” 
lids famous compilation w'as translated into English and printed ns 
an Appendix to the Final Eeport of the Gold and Silver Commission. 


APPENDIX 0 


TIIK VICIOUS OlklCuK OF i’TMOES 

What Las been said in Chapter lY. as to iLe theoretical aspect 
of price changes, together with the subsecjueiit review of prices in 
the nineteenth century, should suggest the answer to the various 
questions which conimonly arise when an upward iiiovenieiit of 
prices is under discussion — the most important of which i^., 
perhaps, to decide what factor is responsible for the original 
upward impetus. It has already been explained (pp. 33-S6) how 
an increase of the gold' supj>ly may act as a stimulus to prices, 
but it is a matter of commom experience that oilier iniiuences 
may often be originating causes. A bad harvest, a change in 
fashion, the development of a new want ” may all cause a rise 
in prices which spreads throughout the whole Held of commerce, 
provided the other conditions are favourable for an advance and 
that the circulating medium is capable of the necessary expansion. 
But the discussion often becomes particularly confused when the 
chain of events starts with wages. 

It is often asserted that a rise in wages is only a move round 
a vicious circle, the argument being put thus : starting with 
a rise of wages achieved, let us say, as the result of a strike, the 
int^eased wages-bill will add to the cost of production, and so 
rai.se prices ; if the rise becomes general, the cost ol* living will 
increase and diminish the purchasing power of wages ; Hi is will 
produce a renjewal of the discontent among the worting-cinsses 
and result, perhaps, in a further demand, culminating in a .‘■vtrike 
for still higher wages^. jTliis view is' apparently supported ]>y 
the result of the i*ecent advance in wages in the transport trades, 
for many of the shipping companies have announced tlieir 
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inttiiition ot niisiiig freiglit rates, while in the Cvise of tlie railway 
eniapanies it is prc^pos^d tliat legislation should be ptU'sed wlilcli 
will admit uf their more readily raising freight rates above the 
level fixed by the. Act of 189,4. 

But before discussing this argument, the same vicious circle 
may be traced startiug from any other point on its circniu. 
fereiice — as, for example, when a monopoly raises price — a 
ra.-^e more likely to Ijeconm important in the United States of 
America thim in lliis country. Under the protection of a tariif 
a iiuitiber of the Iriists are formed w^hieli raise tlie ]a‘ice of iheir 
profaud's, abesve the lea’cl in the open market ; the rise of juices 
raises tin* Cf)st of living, j)r»?i,liices unrest among the working- 
and eventually a rise of wages ; tlie inereaFe in the 
wagi‘S"biIl cuts into anticipated, puoiits oi* llie trusts, wliiclj on 
'the score of inoreu-vsed costs of production attem])t lu raise prices 
still further, and pr(.)babiy demand a higher tariff. If this is 
secured the wliole process begins agaiu, and, just, as when the 
rise started in wages, seems to involve an indefinit.e upward 
.iiiovemerit of, prices. 

The discussion of monetary theory in Chapter IV. will, 
however, have shown that such a coi^tinnous u]>ward move- 
ment could not occur without a steady ex}»ansioi] of the 
circulating medium, and the demand ^would prol.iably be — 
if the experience of the United States may be taken ns a 
guide — for both gold and creilit money. If gold were not 
readily forthcoming, the country concerned would make a 
heavy call on the world’s gold resources, banking res{irves 
in all coiiniries would run low, and prices in the open iiiarket 
tend to fall. In the country with the tariff the price level migljt 
conceivably be estal dished at, s:iy, 20 pcj^'cent above the level 131 
the world inarket if tlie tariff were a 20 per cent one; but 
in the country without tlie taritf the le\'e 1 could not long 
remain alsove tliat in the open market, Tims the conception 
that birikes, tariffs, or trusts can produce an indefinite mol^e- 
inenl- td* prices is seen to be limited by the elasticity of tlie 
hrciilal-iug medium, and though the train of events nujy 
hajpi'U as suggesteal fur a time, the strain to the credit and 
ba/nkiug system will procU'ice a reaction which will eventually 
establish a hjwor level of prices. ^ ^ 

But W'ill everybody he no bettei' off tnan befoi’o ’as a 
i.-esiilt of such changes 1 A moment’s thought will show that 
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the argument assumes that the present distrilmtion of real 
wealth • between employers and employspd, or between mono- 
polists and the general public, is fixed by economic laws whicli 
do not permit any change in the relative incomes of various 
classes. If this were so^ it is indeed true that no one wmnld he 
ultimately better off for a rise of wages or profits ; for the 
change of the income of one class would spread itself all round 
the circle, while the general level avouIcI remain liigli or be 
reduced to its former position, according to AYliether the period 
happened to be one in Avhich the AYorld^s gold supply was 
increasing or not. 

But in practice this assumption is very rare!}’ true, and it is 
certainly never true excex)t over a very long period of time. 
A section of the community which secures a bigger income is 
usually able to do so at the exx)ense of some otlier class. Let 
us return to the case of the transport Avorkers and the >ship- 
oAAmers. If, as is xn’obable, the rising prices and boojniiig trade 
of the last fcAV years have added A^ery considerably to tlie jjrofits 
of shipoAvners, the latter Avill find it difficult to pass on the rise 
of wages, Avhich is really in the nature of a return to the distri- 
bution Avhich prevailed )j)efore the boom began. Even if freights 
are raised for the moment, when depression sets in. freights ayIII 
have to &11 ; but if p;;ofits are not driven doAvii l^eloAV the level 
at AAdiich it is Avorth while to keep capital in the business, the 
masters Avill not have a case for loAAmring Avages that would 
convince an arbitrator. The men might be induced to accept 
lower Avages before this j)oint Avas reached, on account of their 
comparatively weak bargaining position. But if they kept a 
strong organisation they could maintain the x>i“esent Awige Avith- 
out harm to the industrj^ the net result being tluit they Avoiild 
have increased their income at the expense of the masters' 
X)rofit3.^ In industries where a large (luantitv of capital is fixed, 
such as ill railway transjiort, there is often a very large margin 
of profits which might go to labour before the demand for labour 
Avas seriously checked. In such cases a great deal dej:»ends on 
the l>argammg strength of the respective parties to the Avage 
contract. 

^ If as often happens, a-rise of wages increases the efficiency of the 
workers, there maj^he no other effect on any other class in the cornnaanty 
except that which is caused by the fact that tbe increased production 
may tend in the long run to loAver the level of prices. 
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Tkit it i« postil)] i'. that tlie shipping companies could 
maintain tlic rise o[‘ rates indefinitely, on soinn lines 

at all events, and sonic of those who paid the higher rates — 
merchants, etc. — might not he able to pass on the higher ]>iices 
to their ciistonicn-s, on account of competition or the restricted 
piircliasirig power of the consiyners ; wdiile even if the rise 
jiifectiid the ultimate consumer some would not he in a position 
to st^eiirc an increased income, but would suffer a fall in, the 
nail wiliie of tliat income. In such a cauSe the rise of fndghh; 
would not rea(‘.t on tlie employees in tlie shipping trade to any 
CLmsideraldc extent, Imt would be shared by the comnuinit}^- in 
gemn:‘al, falling esp<‘cia]ly heai'Tly on those who had no means of 
incuxasiiig tlndr receipts (classes 0 , If, and I of Chapter II). Tiie 
industry W(Uihl, in fact, he securing for itself a larger share of 
th.o national income at the expense of various other i;nc(.)rue- 
receit'ers. If all the claimants to a share in the national 
divideml v^ere equally able to make their claim effective,'^ no 
one would be able in tlris way to increase his share measured 
in commodities and services ; but any rise of wages or profits 
would react in the way suggested above on the general level 
of prices. But as distribution is. at present determined, the 
actual effect of a rise in wages dt^p>ends on the “ squeezability *’*" 
of the employers^ profits on the one bailed, and on the squeez- 
ability of the general public on the other. Recent advances in 
wages have probably been secured for the most part at the 
expense of those who have hitherto profited by the rise of 
and must be regarded as a consequence rather than a cause of 
rising prices. Tlie points raised, how’ever, in this discussion 
are more appropiriatc to treatises on theoretical economics 
than to this introductory study, Th# reader is accordingly 
referred to HarslialFs Frincqyles of Economics^ book v. chap, vi., 
ibr a detailed discussion of this question, and a statement of the 
tluioretical conditions under which any single group) can Increase 
its p}*oportionate share of the national dividend. * 

^ Which T’cqnires, in technical language, that the demand for iill khids 
of goods and services slioiild he equally elastic, while the Kuj[>ply of labour 
anti cajntal for various eniplo} imuits should also he equally elastic. 
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ON MONETARY STATISTICS || 

An onormmis quaiititv nf statistical lualewul on tliis lias 

been colleuted by tlio National Monctiuy CominisRioi) ol the 
United States. No reliable estiiiiates ol sold in circulatiou are 
available e.Kcept for tlie United States, for PriUico, and lor the 
United Kingdom during the Insttwenty years; but tin- iigures given : 
in that connection show that the gold in the hands , ,t the American - 
people has increased fnf more rapidly than can possibly nave iieeii j 
tlie case in anv European country. So tar as bank deposits are , ’ 
concerned, tl.ev afford an inexact but important ineasiire oi the ;< 
rate at which hanking facilities have spread among the people ; 
we cannot, however, discover how many transactions such | 
fio-ures represent, unless we could discover the nniuber ot times | 

that the hank deposits are used for the purpose ol business || 

transaotious during the year. This inibrmatimi is only avail- , 
able in a few special cases. The figures oi jomt-ftock baim 
deposits in Great Brrtain do not give a very exact imliea- 
tion of the actual growth of bank deposits, for tbey are. swollen 
bv the absorption of private banks into the great juiut-stock j 
eprporations. Such additions to the totals^ do not, therelorc, , 
represent real additions to the banking of the couidry a? ii ,‘l 

whole. In addition to statistics <if gold in circulation and o( ; 

liank deposits, the gold reserves in the banks m Itiiglami, 
Germ.wv, and France, and in the United Stales TiwiMiry, are 
also shown. In therca^ of the Bank ol England i ie .i\ua„e 
annual minimuRi rate of discount has .also been udileO. r ma.ly, 
table has been added showing the balance of imports and 
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expffris of !u;ol(l ctdii an<l Liillion during tlie periods ,fui’ vdiiclj 
statistics are Jivailtibloiin the United Kingdoin, United' Stales 
of America., Fran ce, and Germany. \ 

Table 1. is taken from the report of the Deputy Master ami 
Comptroller of the lioyal Mint. Table. IX. is from Palgrave's 
Bauh Mate and Monef.Matd^eL » The ix^mainirig- tables lit this 
Appendix, are alT from tlie'.\a)ltunes ;of astntistics . piiMished bt 
the National Monetary- Coinniissioii of the' United- States. 


Estima'I’kh of Gold Oiec'0'latio.n ■ in the KiNcrrioM 


“ T3u?.se lignres '.vere obtained from the Thiitj^-fonrlli Aininal llo]iori of Uie 
Depiit'v ^Master niMl Co’nptrollor of the Mint (1003), in 'vvlilcli tlie foliowing rernarizs 
were made : “ TIu; estiniate by this departnitr.t of the gold coin inactive eireulatiori 
in vvaf.; ari’ived at by five distinct methods. It njay be ol’iKer\’ed that t.hc 
Toetiiods Tiried ill lSP»s, and ISSS would give maximum amounts, and tae 

I'fsnlts of f.ho iveoinago of light gold coin show that tlm estimate 1SS.S wm^oo 
biglj, uud that the e.-.tiinate of ISlC- was a eJoser uppi'oxiujation to Hit; ti-utU,'' 



Total Supply of Gold. 

Per C'apUl., j 
! 

184-4: 

£46,5 000,000 (Mr. Newmarch’s estimate) 

£1 13 5 

185-6 

£75,000,000 (Mr.' Newnmreh’s estimate) . . I 

2 13 0 

1868 

Under £80.000,000 (Mr. Jevons’s estimate) 

2 ,12 3, 

1883 

£110,000,000, a wide limit (Mr. Inglis. PalgTave’s 

■ 3 1 ' 9 

2 14 9 

188S« 

est .A I i t itc ) , . . . « . . « * 

£102,500,000 (Royal. Mint’s«estiuiate) 

1,892 

£90,000,000 (the Chancellor of the JExclicquer’s 
estimate, 1892) ..... 

1 2 7 , 3 

1895" 

; £92.500,000, Royal Mint’s estimate (£152,500,000 

I ill active circulation, £30,000,000 in banks) 

2 7 1 

1908 

i £100,000,000 (Roval Mint’s estimate) 

1 2-.- 7 2 i 

i 1910 

; £113,000,000 ( „ „ ) . . 

; 2 S 0 ; 

j - 1 

^ 

1 
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TABLE II ^ 
Money Supply of FjiANCE 


Gold Suppljj. 

Total Money 
Rupply in 
Circulation. 

Years. 

In Circula- 
tion. 

At the Bank 
of France. 

Total. 

■ ■■ 

Per iU'pita. 

Gold, Silvor, 
and Bank- 
notes. 


Million £. 

Million £. 

Million £. 

£. / 

Million £. 

1878 

152 

44 

.200 

5 ’42 

328 

18S5 

152 

44 

200 

5 ’23 

344 

1891 

108 

48 

ICO 

4*21 

.280 . 

1897 

88 

76 

168 

4 ’36 

272 

1903 

92 

96 

192 

4*93 

304 


TABLE III 

Gold Stock of the U.S.A, since 1879, inclitdtng Bullion 
IN Treasury 


Year. I 

Total. • 

# 

Year. 

Total. 

1879 

849,148,367 

1895 

$127,251,204 

1S80 

70,368,241 

1896 

119,919,592 

1881 

95,696,907 i 

1897 

139,247,803 

1882 

101,351,543 j 

1898 

172,302,956 

1883 

108,546,412 

1899 

192,699,676 

1884 

109,100,159 

1900 

206,876,888 

1885 

117,738,407 

1901 

224,927,812 

1886 

118,154,892 

1902 

238, ,518, 917 

1887 

130,104,067 ! 

1903 

249,736,305 

1888 

141,163,771 ; 

1904 

, 265,531,279 

1889 

136,012,701 

1905 

271,531,197 

1890 

139,112,605 

1906 

■ 295,141,353 

1891 

109,316,570 

1907 

293,277,820^* 

1892 

132,855,067 

1908 

323,626,695 

1893 

119,639,533 

1909 

328,408,399 

1894 

125,458,640 




« the result of asocial investigation by the Diroctor of tlie iVtint. a reduction 
of £27,000,000 was made in the estimate of gold coin in circulation on 1st July 
1907 as compared with the basis of previous years. 
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TABLE lY 


V.iJiioirs Classes OF Money in U.S,A. in Circulation 
SINCE 1879 ■ 


<i ligUTt.'K inoliuio 10Ui». 

inc.ludtis c‘urr<'ijcy c«'i't■^i^^caTll^s Act, bill JtRie from ^ 

c Fifj:ui'e,s in iliis colnjiai arc exclusive of ts'atiouat Btink Notes In Tri'u 
lawful iriouoy for tlie mieniption of wliicli having been deposited wilii 
'U.S. Bee Table 25, p. IS, r.iport of Treasurer U.S.^ lOOS. 


1 

Year, i 

Gold Coin, 
Bullion, and | 
Curtiricatus. l 

Silver Coin , 

■ and*' i 

Certificates, j 

United States 
Notes and 
Treasury Notes.- 

National Bank! 
Notes/' 1 

' i 

1 

Ainonnl. 
t 1 

Amount. j 

Ainour.l. 

Aiiifiurit. j 

1 

i 

Million 8. ; 

Million $. 

M-liUoii C% ■ 

Million i 

1879 

25T 

13:-9' ■■■ 

60-2 

64-2 I 

18h0 

46 • 7 

•14 -8 

. 05*5 

67*4 

18S1 

64-2' 

23-0 

65-6 

69*9 ; 

U«S2 

72 '6 

26 *G 

65-0 

'.'/■•I i 

1 1SS?5 

80-9 

30-9 

64-6 

69 -i> 

■ 1884 

82 -3 

36 '5 

63*7 

66, -I 

1885 

93-6 

36 *8 

66-2 

01-0 

18S(> 

86*8 

37-1 

64*7 

6 1 *il 

1SS7 

73 *5 

49-2 

65-3 

55*3 

1888 

102-4 

61-3 

61-6 

49-0 

1889 

98*7 

72-6 

63-3 

41*4 

1890 

101 -0 

81-5 

66 -9 

30*3 

1891 ■ 

105-4 

84-8 

76-7 

32-4 

1892 ; 

109-9 

89-3 

i ^ 87-5?^ 

33 *4 

1898 I 

100-2 

89-S ■■ 

94-3 

34-9 

1894 ! 

112-4 

1 87-6 

, 92-0 

4-0 -0 

1895 I 

105-6 

86-3 

87 -0 

41-4 

1896 ' 

99*4 

88-6 

70-2 

. 43-0-' 

1897 , 

110-9 

93-8 

78-0 

45.T 

i 1898 

13S-9 

102-5 

81-6 

44 *6 

! 1899 j 

142-4 

106-5 

84-2 

4t> .5 

' 1900 1 

162-3 

HOT 

7S-6 

00-0 

1901 1 

17 5 *3 

115T 

75*5 

69-0 

1902 1 

187*7 

120-2 

72*8 

■ -69-1 , 

1903 1 

108-9 

, 123-9' ■ 

’ 70 -C 

.■ 80*0 

1904 

( 222*3 

125-6 

69-3 

86-6 

i 1905 

■247*2 

125-9 

68-3 

96-0 

1 1 906 

237-2 

, , 132-1 . ■ 

6S *6 

109-6 

' 1907 

232-3 

134-7 

69-6 

117*.^ 

1 1908 

279-2 

133-1 

j '■ ■ '6S,‘S . ..■ 

126*3 

1 1909 

282 -S 

I 136*4 

i 68-8 

! 

133*1 

— 


J 

* 

_ . ^ 
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TABLE Y r 

DiuPOstTS IN Joint-Stock Banks in tjlic TJnttko 
(OOO’s oniitttxL) 


Date. 

Er< 4 lari(i and 
Wales. 

Rcollaiid, 

October 1877 

£133.258 

.n,rsr 

1878 

235,302 

i t ,099 

i?ro 

235,006 

68,583 

1880 

212,290 

*• 75,585 

1881 

' 268,021 

7/, 86 9 

18S2 

279.165 

79,-1,14 

. 1883 

200,116 

81,176 

ISSi 

■ 313,851. 

83,2.! 9 

1SS5 

331,670 

83,131 

,, ,1886 

329. 328 

81 ,52'> 

1887 

339,125 

81,020 

1888 

352, 07 0 

82,401 

1880 

380,579 

85,004 

1890 

. 300,752 

80.076 

1891 

!, 422,728 

<91.925 

1 892 

! 4?15, 345 

02,520 

!’ 1893 : 

432,670 « 

02,413 

,, , ■ 1891 

^15,158 

92,001 

1895 

485,277 

93,489 

1806 

561,538 . 

94,088 

1897 

565, 006 

95,882 

1898 

590,701 

! 96,617 

1899 

021,715 

■; 99,189 

1900 

020,160 

i 103,671 

;; 1901 

634,316 

107,347 

1002 

641,201 

6l!i,n5 

' 107,136 

i 100,437 

1003 

1004 

642,286 

i 103,815 

1005 

j 672,320 

! 101,538 

j, lOCt] 

! 688,788 

101,062 

• - 705'7 

! 718,263 

1 105,232 

1008 

1 712,282 

1 108,718 


1 iK'-lridinj.! Cit^' .-iiSs^JUnjfiQO j uiid I Vu'flojiiy,}' Jiniiii: 

Licludiny Ca!<‘tloiiuai Haul;. 


;ATF. 


Klngtkai 


I irdand. 


£17, 

lS,7o7 

i7',r»ir 

j7,K;7 

17,250 

];;r, 

‘jr’-ioo 
25,1 21 
2^S,r,87 
yn,30i 

35.183 

37. 183 
39,071 
39,338 
103110 

do, 530 
11,070 
1.3,613 
15,500 
15,580 
16,083 
16,043 
17,726 
18,428 
18,815 
50.439 
52,271 
53,193 
53,050 
55, 984 
558300 
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TABLEAU 


De PUSH'S OF PRIVATE Batiks in the United Kingdom 
(OOO’s omitted.) 

1802 . ^ . £70,899 Oct. 1901 . . . £39,54-1 

1893 . . . 66,440 ,, 1902 , . . 34,556 

1894 . , . 63,908 ,, 1903 . . . 31,025 

1895 . . . 69,170 „ 1904 . . . 28,342 

1890 . ' . 47,298 „ 1905 . , . 26,610 

1897 . . . 48,798 „ 1906 . . . 27,417 

ISOS * . . 39,984 1907 . . . 27,426 

1S99 . . . 41,4i\) ,, 1908 . . . 26,842 

1900 . . . 42,102 


TABLE YII 


Diorosrrs of Gehman Joint-Stock Banks 


Year. 

Deposits Jiiiid 
CiviTCiit Accounts. 

YYa?. 

Deposits and 
Current Accounts. 

,1876 

£23,973,749 

1892 

£77,540,278 

1877 

19,749,331 

1893 

77,915,308 

1878 

21,201,059 

1894 

99,968,148 

: 1879 ' 

26,347,933 

1895 

112,159,866 

ISSO 

26,434,928 

1896 

112,529,378 

1881 

33,918,066 

1897 

127,364,003 

1882 , 

31,314,748 

1898 

149,740,279 

'■ 1883 

38.990,593 

1849 

167,426,672 

1884 

46,035,947 

1900 

175,089,140 

, 1885 

' 51.711.288 

1901 

180,046,695 

1886 

, 54,198,749 1 

1902 

196,814,891 

1887 

52,893.462 

1903 

214,096,974 

1888 

57.101,231 

1904 

247,577,865 ^ 

1SS9 

77.915,4-42 

1905 

287,257,797 

1890 

75,449,654 

1906 

333,550,836 

1891 

77,419,531 

1907 

353,367,853 

■ -f ' 
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TABLE Vin 


Dsposm IN VAUIOTTS Banks in United States since 


PriTato 

Banks. 


Trust 

Companies. 


State 

Baftcs. 


National 

Banks. 


S6'0 

45-4 

56*0 

GO-0 

7r> 

70-5 

74-8 

74*1 

05-8 

88-9 

110*0 

118*0 

119‘0 

139*4 

151*1 

142*4 


S85 ‘^82 '6 

386 287*8 

887 829*5 

888 341*7 

889 383*2 

S90 395*1 

.891 393*8 

892 464 *6 

1893 387*0 

L894 445*1 

1895 435*1 « 

1896 427*6 

1397 476*7, 

1898 559*2 

1899 706*1 

1900 723*9 

1901 849*7 

1902 893*1 

1903 914*0 

1904 966*8 

1905 1,081*2 

1906 1 1,140*2 

1907 1 1,237*8 

1908 ! 1,265*5 

1909« i 1,368*6 


150*7 

157*6 

199*4 

254*5 

274*3 

345*2 

366*6 

390*8 

447*2 

507*2 

586*3 

655*9 

628*9 

525*1 


*1 

432*9 

532*4 

445*5 

405*9 

622*5 


a From special reports of 28tli April 1009, obtained for tlu^ National Monetary 
Connnission. Prior to 1009, statistics for vState bank.s from a number ol States 

include loan and tsust companies. 

From rcporl. of capital and deposits made to Commissioner of Internal Koveiiue 
for purposes of taxation* ^ 
c 30ili November 1882. • 
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TABLE IX 

Bask of Enoland, and Bakk Kate 


Holdikc 


i -O A I Total Coin and 1 Average Bate 

and ! Average Bate Bullion, ! of Discount, 

j of Discount. ^ i , ' 

iss '“ss 1 ® i« • 

}00 « r 1880 27,636,000 2 15 4 

00° ? ® 4 1881 24 580 000 3 10 0 

o -.1 ^ 1882 21,992,000 4 2 8 

QOO ^ ^ 11 -QQ^ct 22,227,000 3 11 4 

000 2 18 ^ I ^ 22 907,000 2 19 1 

,000 2 10 1 188f ^?i73 000 2 17 7 

^ 2 n 1886 ' 21 018,000 3 1 0 

8 ll 10 1 1887 21,779,000 8 7 0 

000 3 13 10 io 770,000 3 5 11 

>5 ,? ,5 IIS 


i Total Coin : 
Date. Bullion. 
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TABLE X 

THE REICHSBASK, THE BANK OF FRANCE, 
[E United States Tkeasitey 


United States 
Treasury. 


Beiclisbank. 


In llillion £. 
26-0 
29*0 
27 -8 


111 MillioQ £. 

37*9 

^ 28-0 

9 , 7-9 


In Million £. 
9*8 
10 *d 
10*7 
9*8 
9*9 
13*4 
13*3 
13*1 
18*3 
22*4 
28*9 
27*8 
24*7 
28*0 
29*3 
25 ‘Of 
29*4 
33*5 
28*6 
28‘1 
27*7 
27*2 
27*1 
31*6 


47 ‘2 
62*2 
87*0 
102*1 
114*3 
129*5 


99*1 

110*1 

111*0 

104*1 

117*8 

141*3 
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Germany 


U.SltV. 


1 S05 
iriGG 
i yi’u 
ISiiS 


- 7,815 
-11,492 

- 992 
_ 7,144 
-7,813 

- 1,511 

- 1,470 
a. 304 
+14,980 
+14, WO 
+11,559 

- 5,004 
+ 3,201 

- 2,598 
+ 2,445 


+ 004 

- 1,208 
+ 1,445 
- 301 

+ 031 

4- 840 

+ 8,230 
+ 9,201 
+ 0,047 
+ 0,088 
-I- 4,070 
+11,924 
- 1 - 14 , 0)30 
— 5*037 


1880 

1887 

1888 

1889 

1890 


+ 090 

+ 3,015 
+ 4,970 
+ 1,435., 
+ 1,925 
+12,560 
+ 755 

+ 1,135 
+ 1,800 
. + 5,225 
+ 6,780 
+ 6,370 
+10,260 
+ 1,045 
+ 9,455 
+19,440 
+ 8,980 
*+13,430 
- 850 

+16,110 


- 6,823 
- 11,816 
-1,384 
-16,126 
-14,114 
+. 9,295 

- .51 
+28,394 
+ 1,191 
+ 2,523 

- 604 
+1,632 
+ 4,184 

- 7,282 

+ 699 

+21,774 
+17,636 

- 6,1SS 
-17,759 


lS9i> 

ISl'T 

1898 

1899 

1900 

1901 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 
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BIBLIOGRAPHICAL NOTE* 

• • 

Monetary statistics are discussed very fully in Fisher’s Purchasing 
Power of Money^ especially in cliap. x., in which an estimate is 
made of the rapidity of circulation of gold and of hank deposits in 
the United States. In the footiio^s to that chapter will he foimd 
references to similar estimates that have previously heen made, and in 
particular to the work of Pierre D’Essay, w'ho has investigated the 
rapidity of hank circulation in*Praiice in times of ljf>om throughout 
the nineteenth century [Journal de la SocitU dc Statistique d.<i Paris, 
1895 ). 

Kemniercr, Money anil Prices, i% valuable for its statistical 
estimates. 



■V, APPEI^TDix E ■ 

STATISTICS.>OF I^EOBUCTION 

la? is impossible to estimate with anything like accuracy the 
number of business transactions taking place in the world, or 
even in a single country, for no estimate is in the least degree 
possible in regard to personal services or to the number of times 
that goods change hands in passing from producer to consumer. 
Even so far as material goods are concerned, statistics of produc- 
tion are only obtainable in regar<l to a very limited number of 
the leading raw materials and agricultural products. Such 
figures have considerable importance in regard to special in- 
dustries, but we cannot argue that the 3;ate of increase of such 
commodities is any indication of the production of other goods. 
Nor, on the other hand, do we know, even in respect to these 
commodities themselves, how much industry and coninierce 
may be based upon them ; that is to say, we neither know how 
many times they change hands before reaching the ultimate 
consumer, nor how many different manufacturing processes may 
be employed upon them before they' reach the ultimate con- 
sumer. The case of coal may serve as a simple example. The 
improvement in science which leads to a greater power being 
extracted from a given quantity of coal will produce a change 
in the proportion of goods which may be manufactured hf the 
energy it produces, but such a change will not be indicated by 
the figures of production of raw coal. Similarly, the spinning 
of finer cotton yarns in Lancashire means that statistics of raw 
cotton consumption do nt)t give an exact picture of the amount 
of productive work done by the coiJfcon industry. The tables 
which are given below however, may servo to show that the 
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%Yorl(l^s production of materials and food ^ products lias not 
shown ^any very obvious signs of slackening. In the case of 
cotton, production has, however, cpiite clearly not kept pace 
with the world^s demand. This is shown by comparing the 
tliree sets of figures — (1) the total crop itself, (2) the increasing 
demand of various countries, the rise of the average value of 
the cro]). If the United States were the only source of wheat 
the same thing would be found to apply in tbe case of that 
commodity ; but, though the world’s demand slnws a similar 
increase, the statistics of the world’s wheat crifp, which is also 
given below, show that other countries — particularly Russia ia 
1909 and 1910 — made up the ^deficiency from the United 
States. The statistics of iiuneral production of the chief 
countries show also a very rapid increase, though, as a. result of 
natural causes, the production of minerals in Enghmd luis 
expanded less rapidly than in either GJennany or the United 
States, both of which have enormously huger resources than this 
country. 

Table I. is based on tbe annual estimate in Boriilmsch’s 
Floating Cargo List. Table 11. is from tlie volume of American 
statistics published by the National Monetary Commission of the 
United States. Tables 111., IV., V., VI., and VIL are from the 
third series of statistical tables** on British and foreign industry 
(1909) published by tht; Board of Trade, 


TABLE I 


World’s Wiifat Idiom 'CTION 


1SS8 


ftillion 

Quartere. 

'. 283 

1900 



Million 
Quarters. 
. 332 

IS SO 


. 273 

1901 



. 347 

1S0Q 


. 2SS 

1902 . 



39G 

1S91 


. 309 

1903 . 



. 407 

1802 


. 314 

1904 , 



. 305 

180:3 


. 319 

1905 . 



. 416 

1801 

... • ..r ■ 

. 327 

i 190G . 



. 424 

1805 


, 305 

1907 . 



. 389 

1800 


. 298 

1908 * . 



. 398 

1897 


. ^6 , 

.1909 . 



. 454 

1808 " . 


. 366 

1910 . 



. 458 

1899 


. 328 , 
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TABLE II 


AkNUAIj QtANTITY and FaKM VALirE OF LKADtNO 

CiiiiFs )N TiiE United States 


Wheat. 


Quantity, i Value. ' Qntmlity. ! Value. 


Million 

Ji^ushels. 

261 

im 

m 


■Million 

Bushels. 

992 


Thousan 

ihtles. 


Million £ 


.Million 

4 9 '4 
44 '0 

5 M '8 


TABLE III 


1. CoN-suMPTioi^ OF "Wheat in Qfinqupinnial Averages 


United 

Kingdom 


United States, 


Germany 


Yeansi. 


Tliousaiul 
Bushel .s. « 

326,971,6^14: 

322,202,792 

310,674,940 

349,947,222 

463,008,108 

551,518,016 


Thosisand Thou.s-aud i 

Cwts. Cwts. I 

54,157 184,640 

56,632 176,376 ■! 

71,728 183,081) 

86,187 184,544 

103,286 173, Sift 

111,083 178,923 


These are Winch‘j.ster bushels. The ‘Wiuche.ster bushel 
bii.dseh • 


or the impoiial 
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TABLE IV 


2. CoNSTTMrTIOK OF RaW CoTTOK m QuiXQrEXNIAl. Avkuaoi- 


trxutc<i 

States. 


United 

Ivingdom, 


t’ranee 


CU;nnan.v 


Million 

Cwts. 

7*0 


Million 
Cwls, 
F. -a 


Cannot be given. 

Xotii . — As regards the figures for Franco and Oeriiiany 
lijadu for tlio variations of spinners’ slocks. 


TiUiLE V 


1. OuTPirT OF UoATi IN' Quinquenxtal Aa’euac.e 


United United 

Kingdom. states. 


Germany. Franco. 


Million 

Tons. 

12*4- 

IG‘7 

20*7 


Million 

Tons. 

h 


Million 

Tons. 


iWillion 

Tons. 

60*1 

84^9 

103*0 

120*7 

133*3 

156*4 

165*2 

180*3 

201*9 

226*8 

254*1 


Include'*'' a small guantity of lignite tbrougliout tlio period, 
^ Cannot bo given. 

. « Includes a small quantity of lignite. 
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TABLE VI 


2. OirrrtTT of Pto-tuon- tn’ Quinqjjenxtal Ayehaoes 


Uintftd 


Gprinasjy 


Frrju’o 


mvm\ 

T<jns. 


1855-59 
1860-84 
1S65-G9 
1870- 71 
1875-79 
18S0-S4 
1SS5-89 
1S90-91 
1805- -99 
1900-04 
1905-08 


Cannot be i^iven. 


TABLE VII 


Output of Steel tn QurNouENNiAL Aveuaors 


United 

Kingdom. 


United 

States., 


Germany, 


Years. 


’ranco. 


Aliiiion 

Tons. 

0‘02 

0-01 

0*00 

0T8 

<)<^ 

0*1 


l^Iiilion 

Tons. 


Million 

Tons, 


Million 

Ton.s. 


Cannot be given. 



APPENDIX F 


STATISTICS ILLUSTRATING TOE PROGRESS OF THE 
WORKING CLASSES 


A LARGE quantity of statistics are available sliovving wage 
changes during the nineteenth century, and the careful 
statistical scrutiny to which they have been -put by Mr. 
Bowley, and subsequently by Mr. G. H. AYood, has established 
the general movement of wages in a number of specific occupa- 
tions beyond doubt. The records for half a century ago are 
not so full or so authentic as they are to-ilay, and a margin of 
error of about 5 per* cent nfust be allowed for. But with 
this proviso they may ♦be regarded as accurate for tlie trades 
to which they refer. 

There are, however, one or two qualifications to be borne in 
mind before they are taken bodily as an indication of the 
average earnings of the working-classes. In the first x>lace, 
nearly all the statistics refer to average earnings in a full 
week, and make no allowance for persons working only part of 
*^oheir time or for seasons of unemployment. In the second 
place, it is doubtful how far these figures are applicable to 
other trades than those to which they refer. Several great 
sect^ns of the occupied population are excluded from the 
investigation through lack of adequate data. Practically all 
engaged in the transport industry are excluded for this reason, 
while domestiQ, servants, commercial clerks, shop assistants and 
others engaged in retail trade are also left out of account. A 
certain number of u^iskilled persons arc included, but no 
SiitisfiUfttory nieans^has been found of ascertaining tiie earnings 
of casual labourers. Whether the earnings of persons engaged 
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ill industrial em]jJoyinent are typical of tliese various tdasses, it 
is <liiiicnlt to sav certainly, but there are several HUiiill 

subsidiary investigations tliat have been made ivliicli tend to 
show a similar nioveinent of wages in these decentralised and 
c.;inparatively unorganised occupations. In a few cases, such 
as railway service, wages appear to have lagged behind the 
general inovenieiit. In domestic service, on the other haUil, 
the}' lau'e jirobably risen more rapidly. The wages of 
casual workers^ such as do(ik labourers, etc., are higher to-day 
than fifty yeai'S ago, but no investigation has been made to shuv 
wliether the rise is anything like equivalent to the upvmrd 
inovenient of general wages.* 

The second of lliese qualifications is thus a. serious one, but 
tiie first can be met by making an allowance for iinemployint'nl 
Ijused upon the Board of Trade nneinploynient figure. I'bis 
has been done by Mr. G. II. Wood in an article in llie 
Siatidical Ju\[rnal for 1909, in which he has also atteiiipted lu 
estimate the real vrdiie of wages by calculating the rise and fall 
of the retail prices. ITe has assumed that in 1850 four-fifilis 
of the wages of the working-classes were spent on coinmoditjcs 
other than housing accommodation, and that the reuiaiiiing 03ie- 
fifth has risen steadily on account of the increase in rent. 
Whether this is the right allowance to make for rent is a 
matter for discussion, but his calculation gives some indication, 
at all events, of the variation of real wages. His figures, 
which are given in Table I., finish in 1903, but the 
calculation lias been brought up to date by means rd' the 
Board of Trade wages and retail prices index numbers. These 
figures are represented on the accompanying chart, in which the 
thick black line represents the coui-si of 3*eal wages since 1850. 
This curve shows that the rise of real wages was most rajiid ili 
the period 1870 to 1896, while a comparison with the money 
wages curve shows that, except in the first few years, this im- 
provement was due more to the rise of prices than to an increase 
ill money wages. The detrimental elYcct of rising piices is shown 
by the fall in the real waiges curve during the last decade. 

Table IL contains k summary by j\lr. •Bowhy of the 
course of money wagw, prices, and real wages, during Iho 
nineteenth century in tlic form a*tal)ular statement, Inau^ 
which the various periods of rapid or slow advanci^, or ol 
retrogression, can be clearly picked out. It, moreover, makes 


TABLE 1 


r-j- 

! 

Year. I 

Average 
^ I^loucy 
Wages 

1850 = 100. 

Average 

Retail 

Prices 

1850 = 100. 

Percentage 

Uneiri- 

plos’ed. 

:^eal Wages, r , 

Of those in ; 
l^allWork ; 
1850 = 100. 1 

Allowing foj. i 

Unmn- ; 
ployinent. ^ 

isou i 

100*0 

100-0 

■ ' (4-o?y ■ ' 

100 

90. '1 

1S51 

100 

97 ■ 

3-9 . 

102 

. ■ ' 98 

1S52 

100 

97 

^0-0 1 

102 

, ■' '90' 

isr/d 

no 

100 

#1.7 

105 

103 

1S54 

114 

122 ■ 

. 2-9 ■ . 

90 

93 

1855 

no 

120 

' ■5-4: ' 

*^,95 

90 

1S5G 

110 

120 

■ ■ 4-7 . 

: 90 ■■■'■ 

91 i 

1057 

112 

119 

0-0 

90 

00 1 

1858 

no 

109 

11-9 

102 • 

90 i 

1859 

112 

107 

3*8 

104 

100 

1860 

114 

111 

1-9 

103 1 

101 j 

18G1 

114 

114 

5-2 

100 

9-5 i 

1SG2 

no 

111 

- ■ ■■ S-*' , 

105 

9i’» ; 

1803 

117 

107 

G'O 

109 

103 ; 

1864 

124 

106 

2-7 

117 

113 i 

1805 

126 

107 

2-1 

117 

115 . 1' 

ISGG 

132 

114 

3-3 

no 

112 1 

1807 

131 

121 

7-4 

109 

101 

ISOS 

130 

119 

7-9 

no 

101 

1809 

130 

113 

0-7 

115 

107 

1870 

133 

113 

3-9 

US 

113 

lvS71 

138 

113 

10 

121 

120 

1872 

140 

120 

•9 

1*22 

121 

1873 

155 

122 

1-2 

12s 

127 

1874 

156 

117 

1*7 

133 

131 

1S75 

154 

113 

2-4 

135 

132 

1876 

152 

110 

3-7 

137 

131 

1877 

151 

liar 

4*7 

183 

127 

1S7S 

148 

no 

0*8 

132 

' 123 ■ ■ 

1879 

140 

103 

*11-4, 

137 

121 ' ■ 

ISSO 

147 

1(17 

5*5 

134 

127 

18S1 

147 

105 

8 '5 

130 

ISl 

1SS2 

147 

100 

2*3 

135 

132 

1883 

149 

102 

2*6 

139 

ISO 

1SS4 

150 

100 

8*1 

144 

132 

1SS5 

140 

96 

9*3 

148 

134 

1S£G 

HS 

92 

10*2 

151 

130 

1887 

149 

89 

7*0 

155 

143 

1S88 

151 

89 

4*9 

■■: 157' 

149 

ISSO 

150 

91 

21 

159 

155 

1890 

103 

91 

21 

100 

162 

1891 

103 

92# 

3-5 

104 

159 

k 1892 

' 162’ 

92 

6*3 

■ ,..163" 

153 

1893 

102 

SO 

7'5 

107 

155 

1894 

102 

87 

0-9 

170 

15S 

1895 

102 

84 

5-S 

174 

103 

1890 

103 

83 

3*3 

17G 

170 

ISOif 

lOG 

SO 

3*3 

176 

170 

1S9S 

107 

'■87 

2*8 

174 

1G9 

1S99 

172 

. :■:: 'SO 

2*0 

ISO 

170 

1900 

179 

;89 

2*5 

1S3 

179 

1901 

179 

90 

3*3 

ISl 

175 

1902 

176 r 

91 

4-0 

177 

170 

1903 

174 

92 

4*7 

172 

164 

1001 

:i73 

93 

0*0 

170 

100 

1905 

174 


6*0 

172 

163 

1000 

170 

r 92 

3*0 

174 

16S 

1907 

1S2 

95 

8*7 

170 

170 ; 

1008 

ISl 

97 

7-S 

172 

150 

1909 

179 

97 

7*7 

170 

157 

1910 

1 

179^- 

98 

4*7 

169 

161 ! 


i! Wages (aliowing for Unemployment} 
centage Unemployed*. 
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TiBLE II 


reriods. 

Xurninal Waj;es. 

Prices.^* 

Pt'ul 'Wa.c.B's. 

17'dO-dSlO 

rOsiiip; ia.st 

Kising very fast 

Falling slofvly 

1S10-18:J0 

Falling 

{'Tilling fast 

Rising slowly 

lS30-lSiY2 

Xearly htai ionary 

Falling slowly 


lSr>2-lb70 

iliBiiig last 

■Kising . 

Tiisiiig con side rally 

1870-1873 

iiislng very fast 

fast 

Kising fast j 

1873-1879 

F?iliing fast 

1 Fall iiig fast 

Nearly stalioiiary , 

1879-^1887 

Ncrii'ly statioiiary 

I Falling 

■Kisi.!:ig i 

1S87~1S9‘2 

Hi sing 

Rising and fallijig 

n ■ ' ’ 

1892-1897 

X ea rl y stat i oaar 

Falling | 

. . 

1897-1900 

1 using fast 

Kising 1 


1900-1901. 

i Failing a little 

b 

Falling and rising 

1 Stationary 

1 


« Tills cokuun is kisod uii tlio pi'Ict; index miiub<,T.s of Jcvous and of llic 

it clear at a glance what part lias been ])layed liy rising or 
iViliing money wages and rising and ialling prices. The 
statement is taken from the article on “AYages” in the 
Snpiplemeiit to Palgrave’s TJidionary of Political Ecommif^ 
where references to the chief sour(^s of wage statistics are 
also given. • 

The rise of real wvages has been accompanied by an increase 
in the consumption of coninion necessaries, and as many of 
such articles are entirely imported, and the national consump- 
tion, therefore, accurately known, it has been possible to 
calculate the capita consumption for the country as a 
wdioie. The consuiuption of wheat and meat can also he 
estimated, and figures for these articles are included with imjjorted 
articles in Table III. The figui;eo in tliis table are inairjjy 
influenced by the consumption of the working-classes, which 
thus confinns the conclusion arrived at from the statistics in 
Table I., that there has been a rise in the standard of life ; 
for it is quite evident that the upper classes, who, after all, 
form a very small fraction of the population, do not increase 
their consumption of food as Avealth increases. Money may be 
spent on expensive commodities, but there is no doubt that the 
coiiaum|>tion of tea, sugar, currants, lyce, tobacco^ been*, etc., is 
mainly intiucuced by the prosperity otherwise of the 
w’orking-cliisses. 


0 
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It is exceedingly difficult to give any precise statistics tha 
income of noii-wage-earner% for tliej^ are all ditlerent.and vaiy 
so niiicli ill time (ftid place. The income-tax statistics give 
some indication of the total income received, Vsy persons earuhig 
taxable incomes, but it is not definitely Icuown bow manv 

TAB^E IV 


■\VArxES .BiLL\.ND Incomes ofT\'oome-Tax Pa yk ns 



• ■ 

Wages Bill 
allowing for 
eliaiiges in 
Jilnrploy- 
meiit. 

Correcttal 
totals of In- 
e.oine snbieot 
to TrS:. 


Wagea Bill 
allowing fur 
changes in 
Enipjoy- 
rnent.’' 

Correetof! 1 
totals of l)n ' 
'lorne subje'et 
to I'iffi. 

ISGO 

300 

290 

1881 

455 

575 

1S61 

BOO 

320 

1882 

■470 . 

590 

1862 

300 

335 

1SS3 

470 

585 1 

18CS 

310 

3(50 

1884 

450 

580 ■ 1 

1864 

320 

37 5 ■ 

1885 

440 

580 1 

1865 

340 

385 

1886 

440 

580 ■ 

1866 

350 

395 

1SS7 

455 

595 

1867 

350 

400 

1888 

o 

o 

kki 

615 

1868 

34.0 

410 

lSi9 

530 

6-10 ' 

1869 

350 

445 , 

1890 

550 

640 

iS70 

365 

460 

1891 1 

555 

l)ut> 1 

1871 , 

390 

490 

189S 

545 

625 

1872 

440 

,525 

1893 i 

545 

630 

1S73 

48'5 

545 

1894 

560 

645 

1874 

, 470 . 

•555" 

1895 

580 

660 

1875 

■■465' 

560 

: 1896 

595 

cso 

1S7G 

460 

560 

1897" 

605 

■ 715 

1S77 

460 

555,.:"’ . 

: 1898 ■ 

650 

735 i 

1878 

440 

540 

I' 1899 ■ 

675 / 

765 

1879 

430 

545 ■ 

lioo 

710' 

790 

1880 

440 

560: 

^901 

705 

800, * 


persons share it among them. The various statistics avi^lable 
at the present day are rapidly revealing the secret of Ibe 
distribution of tlie nation’s income, but there was very little 
known on tliis point fifty years ago. The available data have, 
however, all been drawn, upon by Mr. Bowley, wdio made a 
careful estimate in tlie Jfoonomfo Journal for 190^1* of the total 
amount of the national income taken b> income-tax ])ayera 
over a series of years, together with an estimate of the nation’s 
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wages bill. Tlie caleitlation only goes baek^ to 1860, but it 
clearl}^ brings out the enormous increase in profits (which form 
the greater part of the receipts of income-tax payers) between 
1860 and 1876, During these years the wages bill increased 
at a more moderate rate, for whereas in 1860 the wages bill 
was equal to the total receipts of income-tax payers, in 1876 
the wages bill had risen to j£46o,000,000, while the income of 
tax payers was ^560,000,000. Between bS75 and 1895, the 
wages bill apparently begaif to catch up the income of tax 
payers, the rate of increase during these twenty ^y ears being 25 
per cent in the case of the wages bill and IS ])er cent in the 
case of the income sulxject to tax. ^Since that time the income- 
tax receipts have risen faster than the wages bill, a tendenc}^ 
which would be more markedly shown if the calculation had 
been continued to the year 1910. 

Table V. shows the increase of the population since 1801. 


TABLE Y 

rOPlTLATTOK OF THE UNITED KINGDOM AT DeOIM AI/ GENSITSES 


Census 

Years. 

I’otal for 
United 
Kingdom. 

England and 
^Wales. 

Scotland. 

Ireland. 

Census 

Years. 

ISOl 


8,892,536 

1,608,420 

■''rt' 

1801 

1811 


10,164,256 

1,805,864 

■■ '..A*'' . 

1311 

1821 

20,893,584 

12,000,236 

2,091,521 

6,801,827 

1821 

1831 

24,028,584 

13,896,797 

2,364,386 

■7,767,401 

1831 

1841 ' 

28,709,456 

15,914,148 

2,620,184 

[ 8,175,124.. 

1841 

1851 

27,368,736 

17,9^7,609 

2,888,742 

1 6,552,385 

1851 

1881 

: 28,927,485 

20,066)224 

3,062,294 

5,798,967 

1861 

1871 

31,484,661 

22,712,266 

3,360,018 ' 

*>,412,3/ / 

1871 , 

1881 

34,884,848 

25,974,439 

3,735,573 

5,174,836 

1881 ' 

1891 

37,732,922 

29,002,525 

4,025,647 

4,704,750 

1891 

1901 

41,458,721 

32,527,843 

4,472,103 

4,458,775 

1901 

1911 

45,216,741 

36,075,269 

4,759,521 

4,381,951 

1911 


« The census of Ireland in 1S21 is the first which was made on such a basis a.s 
to airord a comxiai'ison with those of subsequent di^ades. 
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•bibliogkaphical note 

The hihliograph^Y of wge statistics in 3^1 r. Bowley's article on 
Wages, in. the Dictionary of Political Economy^ has already been 
referred to; but special reference may be made to the sain author’s 
Wages in the United Kingdon^ \\'hmh discusses the statistical 
value of existing wage statements, and among oflicial publications to 
the Board of Trade ^Fourteenth Ahstmet of Lahou^r Btaiistks^ which 
simiinaiises the latest available officid!! figures. 
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oil, potataes, pig-iron, poiTc, 
rice, silk, sugar, tallow, timber, 
tea, t-^a, wheat, wool, etc. 
r(lS46-50) to (1871-75)], 53 
_ [(1871-75) to (1891-98)], bS 
[(1894-98) to (1906-10)1, b8 

Price, li. L., 82 i-A 

Prices during Napoleonic wars, aO 
Prices, retail, 18, 91, 1^9, l o 
wholesale, IS, 19, 115,^116, 11/ 
Profits, 13, oS, 98, loo 

Pi,ents, 19 

Sauerbeck’s index mimbers, 24, 45, 
53, 68, SS, 94, 115, 116, 11/ 

Silver, clenioiietisatioii ot, hi, /8 
Sugar, price of, 53, 68, 8S, 9S 

Taritlh, 21, 40, 50 57, 92 

Tea, price of, 53, 68, /O, oo 
1 Till, price of, 53, 55, 6S, 71, bii, 01 
1 'fooke and Newniarch, 46, 4&, oo, 
133 . 

Trusts, indueiice of, on prices, Jo 

United States, ab.sorption^ of golO* 
““ hy, 45, 46, 63, 84, So, lo4 
AA+tnn and wheat production ot, 


Jevoiis, W. S., 3/ 


Kemnierer 


Maize, price 
Marshall, I 
106 /i., 


National income, 5 
Newniarch, Tooke ; 


Oils, price of, 53, 68, ov, oo j 

Petroleura, price 

pi<r-irou, price ot, 51, o3, do, /-i, 
88, 90 

production of, 14/ 

Population, 41, 57, 97, _ 

Price changes (1821-50), analysis 

Corn, cotton, dyes, fibres, fodder, 
iron, metals, oils, oriental ^ro- 

«i, ducts, timber, tropical 
ducts, wlieat, 42 

Bacon, barley, beef, butter, coal, 
codec, copper, cotton, tiax, 
flpiir, hemp, hides, indigo, iron 
bars, jute, leather, linseed, lead, 
maize, mutton, nitrate, oats, 


Wages, 10-13, 41, 42, 
97, 108, 150, 153 
Wages and prices, 128- 
Wheat prices, 43, 53, 
69, 70, 88, 89, J 1 
Wood, G. 19, / *^, ^ 
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